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This is my last President’s Message as I 
will be stepping down at the upcoming 
AGM. I want to express my heartfelt 
thanks to each and every one of you  
for your unwavering support over the 
last decade, with the last five years as 
your President.

The Institute is well on its way 
to transforming into a professional 
accountancy body with a global 
membership, outlook and standing, 
and playing its part in establishing 
Singapore as a global accountancy hub. 
I am honoured to have been entrusted 
with the responsibility to drive some of 
the initiatives towards these landmark 
changes. Although we have some way 
to go, I believe our solid foundation has 
prepared us well for the journey ahead. 

As I reflect on the Institute’s progress,  
I recall a quote from Greek philosopher 
Aristotle – “The whole is greater than 
the sum of its parts”. On a national level, 
how true it is that Singapore’s success 
is built on the combined efforts of its 
many stakeholders including the wider 
global business community. For the 
accountancy sector, the 2010 CDAS Final 

Dear members,
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and footnotes which leave users more 
perplexed than enlightened. The 
International Integrated Reporting 
Council (IIRC) hopes to address 
this through integrated reporting 
(<IR>), which promotes a more 
cohesive approach that recognises 
the interdependencies of a company’s 
financial and non-financial elements 
to create value. In short, <IR> has as 
its premise, that the whole is greater 
than the sum of its parts. <IR> is a big 
development that we cannot afford to 
ignore, and you will find two in-depth 
articles on this topic within these pages.

The world around us is rapidly 
changing and we must keep up or risk 
being left behind. In this respect, I was 
pleased to present certificates to close 
to 60 new members who joined us 
at the inaugural ISCA New Members’ 
Night last month. They have worked 
hard to fulfil the stringent criteria for 
the CA (Singapore) designation, and 
I congratulate them, and other new 
members who could not join us that 
evening, on their success. Accountancy 
is a dynamic profession which is 
exciting, sometimes frustrating, but 
definitely rewarding. I urge you to 
nurture an inquiring mind and keep 
yourselves updated via Continuous 
Professional Education and exposure to 
thought leadership. You can read about 
the expanded roles of finance leaders, 
emergence of “social” businesses and 
more in this issue.

I end this last President’s Message 
in IS Chartered Accountant journal 
with mixed feelings. It has been 
my privilege to serve you and I am 
nostalgic about stepping down. Still, 
I take comfort in knowing that there 
will be other opportunities for me to 
contribute. I feel a sense of serenity 
because I know the Institute will be in 
good hands as it continues on its steady 
journey forward. I urge you to give 
the same strong support to your new 
President and team as they take over 
the reins at the AGM on April 19. I look 
forward to meeting many of you there. 

Report represents “the whole” while 
“its parts” are made up of a multiplicity 
of elements from consultation 
and discussion on the Report’s 
recommendations to the implementation 
of subsequent programmes. 

As an Institute, it is only with 
the full support of our members and 
stakeholders that we can realise 
our vision. At the individual level, 
professional development serves to 
level up our members’ expertise, which 
raises our SMPs’ capabilities so that they 
can add value to their clients, profession 
and industry. These in turn advance 
Singapore’s development and contribute 
to its international standing. As you 
can see, all the “parts” are inextricably 
linked, and work symbiotically to create 
a bigger “whole”. 

When it comes to corporate 
reporting, however, it appears that 
the link among the “parts” is not so 
obvious. One reason is the patchwork 
of regulations and best practices 
introduced over the years, which 
has resulted in complex financial 
statements, commentaries, reports 

Recognising 
inteRDepenDencies,  
cReating Value

PRESIDENT’S MESSAGE

Ernest Kan  
FCA (Singapore), PBM 
president@isca.org.sg 



 
 

Contents
 
 

April
2014

FOCUS

IS Chartered Accountant 2

ExcEllEncE 
AwArd  

BEst covEr  
dEsign  

APA  
2013

FOCUS

in tUne

Integrated reporting
16

4  New York Overtakes London as  
World’s Top Financial Centre

6  Risk Experts in High Demand
8  Capacity Crowd at ISCA Budget 2014 

Seminar 
10 ISCA’s Growing Profile Draws Foreign 

Accountancy Professionals
11 Robust Hiring Trends for Accounting 

and Finance Professionals
12 A Rousing ISCA New Members’ Night
14 Members Welcome Budget 2014 E-report
14 ISCA Breakfast Talk: Forensic 

Accounting Demystified
15 ISCA Mingles: How I Learnt to Stop 

Worrying and Love the Option 
15 ISCA Calendar of Events

16 integrated 
Reporting:  
Converging 
information,  
Creating Value 
ISCA traces the journey of 
integrated reporting, and 
discusses the <IR> Framework’s 
practical implications, benefits 
and drawbacks  

24 new Formula  
for Leading CFOs:  
Big Data and Analytics
CFOs can leverage big data 
and analytics for new business 
insights to drive efficiency  
and profitability

12

8



 
 

April 2014 3

is  cHArtErEd AccoUntAnt

CounCil MeMbers
Advisor Teo Ser Luck
President Ernest Kan
Vice President R Dhinakaran
Treasurer Ho Tuck Chuen 
Members Chan Hon Chew,  
Frankie Chia, Michael Chin,  
Genevieve Chua, Ho Yew Kee,  
Paul Lee, Lee Shi Ruh,  
Lee Wai Fai, Lim Kexin,  
Vincent Lim, Max Loh,  
Jeann Low, Pang Yang Hoong,  
Ong Pang Thye, Tan Khoon 
Guan, Gillian Yeo, Yeoh Oon Jin, 
DanielleYew 

PrinCiPAl oFFiCers
Chief Executive Officer 
Lee Fook Chiew  
Chief Operating Officer 
Goh Puay Cheh
Executive Director  
(Corporate Services)  
Janet Tan
Executive Director  
(Technical Knowledge  
Centre & Quality Assurance)  
Lim Ai Leen
Executive Director  
(Policy & Strategic  
Planning/Industry 
Development)  
Yee Cheok Hong

eDitoriAl ADVisorY PAnel
Chairman  
Ernest Kan
Co-Deputy Chairman  
Tan Hun Tong
Co-Deputy Chairperson  
Lee Su Shyan
Members  
Cheng Nam Sang 
Ho Tuck Chuen 
Jeann Low 
Stuart Pallister

eDitoriAl teAM
Editor
Jennifer Toh   
Email: editor@isca.org.sg 
Deputy Editor
Pauline Chee
Assistant Editor
Eugene Chan
Members  
Chan Sze Yee
Kang Wai Geat
Joelle Loy
Betsy Tan
Joyce Tang
Anne Tay

PublisHer
Institute of Singapore  
Chartered Accountants
60 Cecil Street, ISCA House,
Singapore 049709

Tel: (65) 6749-8060  
Fax: (65) 6749-8061
Email: isca@isca.org.sg
Website: www.isca.org.sg

PublisHing & Design ConsultAnt

 
MCI(P) 190/05/2013 
PPS 709/09/2012 (022807)  
ISSN 2010-1864

ADVertising
VMI Media International
Diana Teo
Hp: 9389-5235   
Email:  
teodiana3333@yahoo.com.sg 

Printing CoMPAnY 
Times Printers Private Limited

The views expressed in IS Chartered Accountant 
journal do not necessarily represent those of the 
Institute of Singapore Chartered Accountants (ISCA). 
No responsibility is accepted by the Institute or its staff 
for the accuracy of any statement, opinion or advice 
contained in the text or advertisements, and readers are 
advised to rely on their own judgement or enquiries, and 
to consult their own advisors in making any decisions 
which would affect their interests. No part of this 
publication may be reproduced, stored in a retrieval 
system, or transmitted in any form or by any means, 
electronic, mechanical, photocopying, recording or 
otherwise, without the prior written permission of ISCA. 
IS Chartered Accountant journal welcomes contributions 
and letters. These may be edited for clarity or length. 
Articles, letters and requests to reproduce articles 
appearing in IS Chartered Accountant journal should 
be sent to Editor, IS Chartered Accountant, Institute of 
Singapore Chartered Accountants, 60 Cecil Street, ISCA 
House, Singapore 049709 or email: editor@isca.org.sg.

SingApORe

S$164  
for 12 issues  

a year 
(including GST, 
handling and 

postage charges)

OVeRSeAS  
S$190  

for 12 issues  
a year  

(including 
handling and 

postage charges)

SingLe iSSUe 
S$16  

(including GST)

subsCriPtions

ViewpOint

64   Books & Quiz

FiRSt LOOK

teCHniCAL eXCeLLenCe

37 pricked by gSt
An overview of the interesting 
intricacies and potential potholes 
of tax issues as Singapore’s GST 
turns 20

40 Doing Deals in 
Vietnam: A Dealmaker’s 
perspective
Why Vietnam is a more attractive 
investment destination than most 
other regional emerging markets   

44 Social Business: the  
Decision-making edge
Social media can give companies 
greater insights to help them make 
better business decisions

48 wired and Ready  
for Action 
Digital connectivity is merging  
a company’s business model  
with others to form a new 
economic model

56 the Long and 
winding Road
IASB updates on the revised 
exposure draft for insurance 
contracts (Part 2 of 2)

60 Accounting for 
AFS Debt Securities
Three ways of using the 
effective interest method (EIM), 
and their merits and demerits

26
26 iSCA Responds to 
ieSBA Consultation 
paper
As advocate for the industry 
and profession, ISCA provides 
feedback to IESBA

28 <iR>: why 
Singapore Companies 
Should go for it
The more well-accepted 
disclosure framework may give 
lesser-known companies an edge 
when competing for scarce capital

34 Risk Redefined: 
Highlights from 
Deloitte’s Southeast 
Asia CFO Survey
CFOs shoulder more 
responsibilities in their expanded 
roles as operator, steward, 
catalyst and strategist

50 Highlights of 
technical Clinic:  
going Concern

54 technical 
Highlights
 

50



INDUSTRY NEWS
In Tune

IS Chartered Accountant 4

T 
he world’s top four global 
financial centres remain 
New York, London, Hong 
Kong and Singapore, 

according to the Global Financial 
Centre Index (GFCI) released in March 
2014 by London-based consultancy 
Z/Yen Group. While there is no 
surprise that the four centres have 

retained their leading positions, 
the latest edition of GFCI (GFCI 15) 
reveals that New York has topped 
London to take pole position – a spot 
London has held for the past seven 
years. However, New York’s lead of 
two points on a scale of 1,000 is 
statistically insignificant.     

London’s one-notch move 
appears to have 
been due to a 
number of factors 
including a lag in real 
regulatory reform 
despite several 
high-profile scandals 
like RBS’s Global 
Restructuring Group 
scandal, dragged-out 
Payment Protection 
Insurance scandal, 
mis-sold swaps 
scandal and LIBOR, 
according to the  
GFCI 15 report. 

Another interesting finding in GFCI 15  
is that Hong Kong and Singapore are 
fast closing the gap on New York and 
London; the difference now stands 
at fewer than 30 points. The gap 
between the “Big Four” centres and 
their chasing pack including Zurich 
(5th), Tokyo (6th) and Seoul (7th), is also 
diminishing. Also coming up the ranks 
are the financial centres in the Middle 
East, such as Qatar (26th), Dubai (29th) 
and Riyadh (31st).

The GFCI, which was first 
published in March 2007 and updated 
every six months, provides profiles, 
ratings and rankings for 83 financial 
centres. It taps on two key sources 
of data – instrumental factors, and 
responses from an online survey. 
Instrumental factors, which impact 
a city’s competitiveness, are divided 
into the five broad areas of Business 
Environment, Financial Sector 
Development, Infrastructure, Human 
Capital and Reputational and General 
Factors; there are 103 factors in total. 
Some 3,250 responses from financial 
services professionals are compiled 
and assessed for the GFCI. They 
were asked to indicate which factors 
for competitiveness they consider 
most important, covering the areas 
of Business Environment, Taxation, 
Human Capital, Infrastructure, 
Reputation and Market Access. 

A copy of GFCI 15, published in 
March 2014, is available at the Z/Yen 
website at www.zyen.com.

1 Foreword by Prof Michael Mainelli, 
Executive Chairman, Z/Yen Group Limited, 
“GFCI 15 Report”, March 2014

GFCI 15 vs GFCI 14 RankInG – Top 10 CITIes

GFCI 15  
ranking

GFCI 14  
ranking

Change in  
ranking

new York 1 2 ▲1

London 2 1 ▼1

Hong kong 3 3 –

singapore 4 4 – 

Zurich 5 6 ▲1

Tokyo 6 5 ▼1

seoul 7 10 ▲3

Boston 8 7 ▼1

Geneva 9 8 ▼1

san Francisco 10 12 ▲2

New York  
Overtakes London  
as World’s Top  
Financial Centre
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R 
isk experts are in higher 
demand than before, 
and their remuneration 
is rising in tandem. With 

investigations into alleged exchange 
rate manipulations, trading scandals 
and money laundering – coming so 
quickly on the back of the global 
financial crisis – governments and 
organisations alike are eagerly 
looking for ways to avoid such 
fiascos, and their search has found 
some success with the appointment 
of Chief Risk Officers (CROs). 

These risk experts are tasked to 
perform traditional risk management 
practices as well as be attuned 
to the dangers posed by modern 
technology, such as cyber security 
and detecting money laundering 
and terror financing. With a small 
talent pool and huge responsibilities, 
special risk recruitment firm Barclay 
Simpson, in its “Corporate Governance 
Recruitment Market Report 2014” on 
Risk Management, revealed that pay 
in risk-related jobs rose 6% last year, 
while those who changed jobs saw 
their pay jump by 19%. HSBC Group 
CRO Marc Moses, who joined the 
board at the start of the year, could 
take home £6 million (S$12.6 million) 
this year, putting him on par with  
the bank’s group finance director. 
Bank of America helped start the 
trend of generous remunerations for 
bank CROs in 2010, when it paid its 
then-CRO US$11.4 million. But these 
top pay scales are the reserve of the 
very top performers. A CRO in  
a commercial bank in Britain is  

likely to take home an annual 
pay cheque of £175,0001 while 
his counterpart in the US can 
expect anything from US$99,517 
(S$126,520) to US$351,740. 

Risk experts are worth every cent 
as there is direct correlation between 
more mature risk management 
practices and stronger financial 
results and organisational resilience, 
according to the “Aon Risk Maturity 
Index Insight Report” released in 
December 2013 by Aon Global Risk 
Consulting and Wharton School, 
University of Pennsylvania. The 
findings highlight a relationship 
between risk maturity levels 
and the relative resilience of an 
organisation’s stock price in response 
to significant risk events.

“Today’s risk landscape can 
often be difficult to assess and 
appropriately address, but the results 
of our report are helping senior 
risk and finance leaders make great 
strides in developing successful risk 
management frameworks,” said 
Theresa Bourdon, Group Managing 
Director, Aon Global Risk Consulting. 
“Our analysis indicates that certain 

practices and structures can  
be put into place to help 
organisations maximise financial 
results and achieve organisational 
resiliency in the midst of stock 
market turbulence.”

Characteristics that determine 
risk maturity include board- and 
senior-level understanding and 
commitment to risk management, 
transparency of risk communication 
and a risk culture that encourages 
full engagement and accountability 
at all levels of the organisation.

“We continue to see organisations 
that take a holistic approach to 
risk and integrate proactive risk 
management strategies with their 
broader strategic direction are better 
positioned for long-term financial and 
reputation success. This integration 
is especially important considering 
the magnitude of risk businesses 
are dealing with in the current 
environment,” added Kieran Stack, 
Managing Director, Aon Global Risk 
Consulting and project leader of Aon 
Risk Maturity Index. 

Risk Experts in 
High Demand

1 Barclaysimpson.com/risk
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T 
his year’s “ISCA Budget 
Update and its Tax 
Implications” seminar 
continued to rank among 

the more popular and most well-
attended ISCA events. Organised 
by the Institute to help members 
better understand the impact of tax 
changes outlined in Budget 2014 so 
that they can leverage on the new 
initiatives, the seminar took place on 
March 5 at Fairmont Singapore hotel.

Some 650 participants attended 
the seminar, attesting to their 
interest and the Budget policies’ 
relevance in their professional and 
personal lives.

Guest-of-honour Teo Ser Luck, 
ISCA Advisor and Minister of State 
for Trade and Industry, shared  
more about Budget 2014 in his 
keynote address. 

In his welcome speech, ISCA 
President Dr Ernest Kan said that 

Budget 2014 built on the initiatives 
taken in recent years, with two key 
thrusts – pushing for quality growth 
and building a fair and equitable 
society. Interestingly, a number of the 
issues covered at the seminar were 

raised at the ISCA Pre-Budget 
Roundtable held in January 
2014. These included concerns 
over businesses’ focus on costs 
rather than innovation and 
transforming capabilities; the 
need to further incentivise R&D; 
greater financing for SMEs 
including crowdfunding, and 
encouraging businesses to seize 
growth opportunities overseas. 

The seminar was moderated 
by Alan Ross, Head of Tax, PwC 
Singapore. It featured experts 
like Sum Yee Loong, Professor 
of Accounting (Practice), 
Singapore Management 

Capacity Crowd at 
ISCA Budget 2014 
Seminar 

University (SMU); Irvin Seah, Senior 
Economist & Senior Vice President, 
Group Research, DBS Bank, and Victor 
Tay Kah Soon, Chief Operating Officer, 
Singapore Business Federation (SBF), 
Vice Chairman, Singapore Compact 
for CSR and Managing Director, SBF-
PICO Events, who shared their insights 
on the Budget’s key points and their 
impact on businesses here. 

Prof Sum, a specialist in 
taxation with more than 25 years of 
experience in Singapore taxation, 
took the participants through the 
Budget 2014 policies, and the panel 
of distinguished members exchanged 
views on the topic.

The panellists highlighted the key 
tax developments in Budget 2014, 
and provided an overview of recent 
tax developments to apprise the 
audience of planning opportunities 
and compliance obligations.

Q&A session with (from left) SMU Professor of 
Accounting (Practice) Sum Yee Loong; DBS 
Bank Senior Economist & Senior VP of Group 
Research Irvin Seah; SBF COO, Singapore 
Compact for CSR Vice Chairman and SBF-PICO 
Events Managing Director Victor Tay Kah Soon, 
with moderator PwC’s Mr Ross  

(from left) ISCA Technical Knowledge Centre & Quality Assurance Executive Director  
Lim Ai Leen; ISCA Council Member and BDO Managing Partner & International Liaison  
Partner Frankie Chia; ISCA President Dr Ernest Kan; ISCA Advisor and Minister of 
State for Trade and Industry Teo Ser Luck; ISCA CEO Lee Fook Chiew; ISCA COO  
Goh Puay Cheh; PwC Singapore Head of Tax Alan Ross; ISCA CPE Deputy Director 
John Lim, and ISCA Policy & Strategic Planning/Industry Development Executive 
Director Yee Cheok Hong





ISCA NEWS
In Tune

IS Chartered Accountant 10

R 
eaping the fruits of its 
rebranding efforts, ISCA 
saw a hike in visitor 
requests since the end 

of 2013. The Institute started 2014 
playing host to professors and 
students from Rangsit University, 
Thailand, and a university professor 
from Japan. They were keen to learn 
more about our rebranding exercise 
and all that it entails, including 
our brand name – the Institute of 
Singapore Chartered Accountants 
(ISCA), administration of the 
Singapore Qualification Programme 

(Singapore QP), and conferment 
of the Chartered Accountant 
of Singapore or CA (Singapore) 
designation.

The Rangsit University 
delegation, led by Dr Nimnual 
Visedsun, Dean, Faculty of 
Accountancy, was welcomed by ISCA 
COO Goh Puay Cheh. The areas of 
discussion included the accreditation 
of universities, Singapore QP and 
similar qualification programmes 
of other professional accountancy 
bodies. Both sides also had a 
fruitful exchange on the current 

developments in the 
accountancy profession in 
Singapore and Thailand.

 “Thank you for the 
opportunity to visit ISCA. 
All of us have learnt more 
about the important role 
of ISCA in Singapore,” said 
Dr Kathy Terdpaopong, 
Assistant Dean, Faculty 
of Accountancy, Rangsit 
University, Thailand.

ISCA staff members 
from the International 

ISCA COO Ms Goh (first person to the right of 
the screen) and other ISCA representatives 
provided an overview of the Singapore QP  
and conferment of the Chartered Accountant 
of Singapore designation.

ISCA’s Growing  
Profile Draws Foreign  
Accountancy Professionals

Development/Relations, Technical 
Research, Technical Standards 
Development and Advisory, and 
Examinations and Qualification 
departments hosted Professor 
Osamu Matsuda from Nagoya Sangyo 
University, Japan, and assisted in his 
research study on “Accounting and 
Culture across ASEAN”. The ISCA 
team provided an overview of the 
Institute, the development of financial 
reporting and auditing standards in 
Singapore, as well as Singapore QP 
and qualification pathways to be a  
CA (Singapore).

ISCA’s International Development/Relations, 
Technical Research and Technical Standards 
Development and Advisory department members 
hosted Professor Dr Osamu Matsuda, Nagoya Sangyo 
University Japan (4th from left).

ISCA COO Goh Puay Cheh (row 1, 6th from right); 
Rangsit University Accountancy Faculty Dean  
Dr Nimnual Visedsun (row 1, 5th from right),  
with visiting delegates and members of the  
ISCA Examinations and Qualification, and  
International Development/Relations departments
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A 
ccounting and finance 
professionals, especially 
those with internal 
audit, tax and regulatory 

skills, can look forward to a healthy 
demand for their expertise this year, 
according to the latest Robert Half 
“2014 Asia Salary Guide”. Officially 
launched on March 11 at ISCA House, 
the Institute was again the partner 
for the finance and accounting salary 
section of the Salary Guide.  

The findings were based on 
placements and insights from  
Robert Half, as well as from a 
survey of Chief Financial Officers 
(CFOs), Finance Directors and 
Chief Information Officers (CIOs) in 
Singapore. In addition to the finance 

and accounting sector in Singapore, 
the Salary Guide includes the banking 
and financial services sector and 
technology sector.

According to the research, 45% 
of companies will hire more finance 
and accounting professionals in the 
first half of 2014, making Singapore 
one of the most active hiring markets 
anywhere in the world when it comes 
to job opportunities for accounting 
and finance professionals.

Small and medium-sized 
businesses with fewer than 1,000 
employees will be the most active 
hirers in the employment market in 
2014, according to Ms Stella Tang, 
Director, Robert Half Singapore.

“Robert Half’s survey shows 
48% of small 
companies 
and 46% of 
medium-sized 
companies plan 
to hire, compared 
to 31% of large 
firms. The small 
and medium-
sized firms are 
confident about 
their prospects 
this year and 
are comfortable 
increasing their 

Robust Hiring 
Trends for 
Accounting 
and Finance 
Professionals

employee numbers. Demand is also 
being driven by higher standards of 
corporate governance, resulting in 
a need for more professionals with 
internal audit, tax and regulatory 
skills,” said Ms Tang. 

There is also a growing demand 
among small and medium-sized 
enterprises for professionals with 
internal audit, tax and regulatory 
skills. Traditionally, many of 
these functions would have been 
outsourced to law firms or accounting 
firms, but as risk and compliance 
increases in importance, more and 
more companies are bringing this 
function in-house.  

Speaking at the launch, ISCA 
President Dr Ernest Kan said 
accounting and finance professionals 
will benefit from the robust hiring 
market, and there will be good 
opportunities for people looking to 
make their next career move.

In order to enhance their 
employability, Dr Kan reinforced 
the importance of a recognised 
professional designation as employers 
are looking for qualified professionals 
with the right credentials. With the 
rapidly-evolving business landscape, 
accounting professionals have to do 
their part to keep up with new skills 
and new knowledge.

(far right) Dr Kan and Ms Tang provided insights on hiring 
trends to the media representatives.

ISCA President Dr Ernest Kan (left), with Robert Half Singapore Director  
Stella Tang, speaking at the launch of the “2014 Asia Salary Guide” on March 11. 
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A Rousing  
ISCA New 
Members’ Night 

 ISCA Quiz in full swing

 Welcome Address by ISCA President Dr Ernest Kan

I 
SCA has introduced 
another member 
initiative. The New 
Members’ Night, 

which was launched on 
March 20 to acknowledge 
our new members this 
year, was conceptualised 
as more than a welcome 
session — it provides 
an ideal platform for 
members to network with 
like-minded professionals 
at ISCA House. This is in 
line with the Institute’s 
vision to be a globally 
recognised professional accountancy 
body, bringing value to members, the 
profession and the wider community.

Close to 60 new members 
attended the inaugural  session, 
receiving a warm welcome from  
ISCA President Dr Ernest Kan as  
he congratulated each and every  
one during the Certification 
Presentation Ceremony. 

 ISCA Chief Executive Officer  
Lee Fook Chiew provided an overview 
of the Institute, and shared on 
the membership benefits as well 
as how professional recognition 
from an ISCA membership will add 
value to the members’ career. With 
strong engagement in the form of 
lively discussions over dinner, the 
evening’s programme culminated in 
a stimulating ISCA Quiz. The winning 
team, which comprised only three 
people (some team members had 
departed) compared to the bigger 

10- to 11-member teams, won their 
race against the clock and other 
competitors with their knowledge 
of ISCA. They took home attractive 
prizes, which were presented to  
them by Prof Ho Yew Kee, Chairman, 
ISCA Membership Committee and 
Council Member.  

8
“You can never imagine 

the prestige you hold 
being a chartered 

accountant with ISCA. 
It simply opens up 

countless opportunities, 
anywhere, anytime.” 

MAnDy HuAng MEI yI
Finance Manager, 

Aimia Proprietary Singapore 
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It was a successful first ISCA 
New Members’ Night as participants 
shared their happiness at joining 
ISCA, as well as expressed their 
appreciation of ISCA’s efforts to 

reach out to new members. “Feeling 
positive; motivation is the key reason 
for joining ISCA,” said Peh Poh Ing, 
Team Lead – Closing & Reporting, 
Siemens Pte Ltd.

The Institute would like to take 
this opportunity to thank our new 
members for joining us at this event. 

We look forward to supporting you 
in your growth and development 
throughout your journey as a member 
of the accountancy profession. 

More pictures of the New 
Members’ Night can be found  
on our Facebook post at https:// 
www.facebook.com/ISCA.Official.

8
“ISCA is the premier  

name in Asia Pacific and  
it feels great to be 

a member of such a 
prestigious institution.” 

AlPHonSE BEnEDICt SElvA P.
Financial Controller, Asia, 

Robert Half International Pte ltd 

8
“I am happy because  
I am qualified to hold 
a Singapore-branded 

professional accountancy 
designation that is 

globally recognised and 
internationally portable.” 

tAn SIEW KHIM
Accountant, 

Intertek testing Services (S) Pte ltd 

8
“I gain worldwide 

recognition as  
a member of the  

national accountancy 
body of Singapore.” 

ong KoK PIn
Compliance Manager, 

Marinix Ins Brokers Asia Pte ltd

 ISCA CEo lee Fook Chiew spoke about 
how professional recognition from an ISCA 

membership will add value to a member’s career.

 ISCA Membership Committee Chairman 
and Council Member Prof Ho yew Kee with 
CAs (Singapore) 

 newly-minted CAs (Singapore) 
with their certificates (from left) 
See Eng Siong, Chin Jiaa Jiaa,  
Koh Siok Hwee Elaine and Foo Peilin
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KPMG Forensic Partner Owen Hawkes dispelled some of the mysteries 
surrounding forensic accounting.

B 
udget 2014 is of 
great interest to the 
accountancy profession 
and business community. 

In line with our vision to bring value 
to the profession, ISCA embarked on 
an initiative to keep our members up-
to-date on the latest Budget news. In 
an e-mailer to members, we included 
the “Singapore Budget 2014: At a 
Glance” bulletin from ISCA Research 
as well as Budget 2014 reports and 
analyses from the Big Four firms. 

The Institute’s member initiative 
was very well received, with over 
19,800 members reading the ISCA 

Members Welcome 
Budget 2014 E-report

Budget 2014 e-mailer. This comprises 
71% of our members – an engagement 
rate that is three times higher than  
the industry average for financial 
services e-mailers.

ISCA will continue to work towards  
bringing value to members, the 
profession and the wider community 
through timely updates and relevant 
quality content.

If you missed the e-mailer and 
our Facebook post, do visit the ISCA 
Research site at http://research.isca.
org.sg for ISCA’s Budget Report,  
as well our latest publications  
and events.

ISCA BreAkfASt tAlk KPMG, shared with our members 
the job scope and activities of a 
forensic accountant. He also spoke 
about the current trends in forensic 
investigations, and the key skills and 
capabilities required of the position.

 Mr Hawkes discussed the 
three types of fraud that forensic 
accountants typically deal with, namely 
corruption, asset misappropriation, 
and fraudulent statements, and the 
possible forms of tampering that could 
occur for each type of fraud. He then 
provided a breakdown of the trends 
by technology, resources and risk 
management, covering big data and 
data analytics, regulatory burden, and 
global engagements

 Participants found the 
presentation to be very comprehensive, 
with several members expressing an 
interest to further explore the field of 
forensic accounting. 

 

Forensic Accounting 
Demystified

O
n 12 March 2014, over 
90 members attended 
the Breakfast Talk on 
“Forensic Accounting 

Demystified”. Dispelling the myths 
surrounding the topic, speaker 
Owen M. Hawkes, Partner, Forensic, 

More than 19,800 ISCA members read the 
ISCA Budget 2014 e-mailer, an engagement 
rate which is higher than the industry 
average for financial services e-mailers. Members Engagement and Events 

Calendar of Events 2014 

 

Apr:04 Upcoming Events Members’ Privileges 

9  
Apr 

ISCA Breakfast Talk 
Business Analytics on Performance 
Management with Cloud Adoption  
by Ms Sophia Pang, IBM Software Group  

 
14 

May 

ISCA Breakfast Talk 
Anti Money Laundering & Anti Terrorist 
Financing 

 
AHAVA 

10% off regular priced items 
 

HARNN 
10% off for purchases $100 and above 

 
Marina Country Club @ Punggol 

Introductory rate of $28 / $48 for a 2-hour  
boat lesson and complimentary dining voucher 

 
Strip 

50% off any waxing service for new customers 
 

The Wine Company 
10% savings on all food & wine for dine-in and 

30% savings on wine by bottle for takeaway 
 

  
 
 
 
 

 

 
 

For more details 
http://members.isca.org.sg/MemberPrivilege.asp 

16 
Apr 

ISCA Mingles 
Regional Economic Outlook:  
The Opportunities & Risks  
by Mr Song Seng Woon, CIMB Research Pte Ltd 

21 
May 

ISCA Mingles 
REITs (TBC) 

14 
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ISCA-KPMG Engagement 
Ascending the Peak with ISCA 

11 
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Economic Crimes Discovery Through 
Data Analytics 

17 
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YPAC Engage 
Careers in Accountancy and Beyond 

18 
Jun ISCA Mingles 

23 
Apr ISCA Digital Trust Breakfast Event Limited spaces are available for each event and they are 

on a first-come-first-served basis. Dates and events are 
subject to change. 
 
For more details 
http://corp.isca.org.sg/membership/events-calendar 

25
Apr 

CFO Seminar   
UOB Quarterly Updates 



V 
omma, Vanna, Theta, Rho… 
Sound like Greek? They 
had a place in a March 19  
ISCA Mingles session titled  

“How I Learnt to Stop Worrying and 
Love the Option”. Conducted by 
KEE+ Founder Lawrence Ho, the 
informative session took on a light-
hearted note from the start as he 
simplified the complexities normally 
associated with stock options. Mr Ho 
discussed the distinctions between 

ISCA MIngleS

How I Learnt to  
Stop Worrying  
and Love  
the Option   

KEE+ Founder Lawrence Ho simplified the 
complexities surrounding stock options.

the call and put options, spotting 
and valuing options, and provided a 
quick discourse as well as examples 
of swaps, structured deposits, bonds 
and FX deals. He shared information 
on mathematical finance, including 
quantities representing the sensitivity 
of the price of derivatives including  

1st order Greeks such as Delta, 
Vega, Theta, Rho and Gamma,  
as well as 2nd order Greeks such  
as Speed, Charm, Color, Vomma 
and Vanna.
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Converging Information, Creating Value

he Agency model, where the 
manager’s given objective is to 
maximise shareholder wealth, 
has a strong influence in 
preparing financial statements 
to gauge managerial 
performance. Financial 
statements are audited by 
an independent party to 

reasonably assure the accounting 
information is free from error and fraud. 
Therefore, accounting information 
has to be reliable, objective – and 
above all – independently verifiable. 
Furthermore, if there are two or more 
ways to record accounting information, 
the conservative way must prevail. The 
need for independent verifiability and 
conservatism cause financial statements 
to contain good historical information 
but say little of the firm’s future. 
Furthermore, there is an increasing 
recognition that the shareholder is but 
one of many stakeholders that the firm 
must engage with.

At a time of increasing demand 
for greater disclosure, a patchwork of 
regulations and best practices have 
been added to the corporate report, 
where financial statements are the 
centrepiece, to better meet the demands 
of stakeholders. For example, the 
International Accounting Standards  

t

Integrated
reportIng

by 

Lim Ai Leen  TAn Boon Seng 



FOCUS
Integrated rePOrtIng

Board (IASB) completed an IFRS 
Practice Statement for Management 
Commentary to serve as a basis for 
understanding the management’s 
objectives and strategies for achieving 
those objectives. Sustainability 
reporting that tracks the firm’s 
environment, society and governance 
(ESG) performance – through initiatives  
such as the Global Reporting Initiative 
(GRI) and The Prince’s Accounting 
for Sustainability Project (A4S) – is 
encouraged by  Singapore Exchange (SGX)  
especially for selected high impact 
industries1. More data is provided 
through longer and more complex 
financial statements, commentaries, 
standalone sustainability and other 
reporting. Inevitably, there has been 
many complaints that this huge volume 
of disconnected data has buried the 
useful information within the clutter. 
It begs the question, “Where does 
corporate reporting go from here?”

Can <Ir> provIde More 
UsefUl InforMatIon?
The Integrated Reporting (<IR>) 
initiative is one of the most successful 

efforts to improve current corporate 
reporting. In this respect, two critical 
events happened in 2009: 
+ First, compliance with the King 

Report on Corporate Governance 
(King III) became a listing 
requirement for the Johannesburg 
Stock Exchange (JSE) of South Africa, 
effective the following year. King III 
requires companies to provide an 
integrated report.

+ Second, the Prince of Wales 
convened a meeting of investors, 
standard-setters, companies, 
accounting bodies and UN 
representatives to establish the 
International Integrated Reporting 
Council (IIRC) to oversee the 
creation of the <IR> Framework. 
The IIRC moved quickly to consult 

1 http://rulebook.sgx.com/en/display/display_main.html? 
rbid=3271&element_id=5867
2 www.theiirc.org/companies-and-investors/pilot-programme-
business-network/

s
In reviewing integrated reports 
from the IIRC website, we found 
that financials are audited under 

the “reasonable assurance” 
framework, which is attributable 

to the existence of robust 
international financial reporting 
and auditing frameworks for the 
preparation and audit of financial 

statements. Conversely, non-
financials are either not assured or 
assured with “limited assurance”. 

stakeholders on the <IR> Framework 
and established the IIRC Pilot 
Programme to obtain feedback about 
implementing <IR>. On 9 December 
2013, the IIRC published “The 
International <IR> Framework” and 
explicitly stated the aim of <IR> as 
“to support integrated thinking and 
decision-making”, where the “cycle 
of integrated thinking and reporting, 
resulting in efficient and productive 
capital allocation, will act as a force for 
financial stability and sustainability”. 

While sustainability reporting 
is an important driving force in the 
creation of <IR>, the purpose of the <IR> 
Framework is to explain to providers 
of financial capital how firms create 
value in the short, medium and long 

IS Chartered Accountant 18
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terms. Integrated reports provide 
information on environmental matters 
only if they materially affect value 
creation. The seven guiding principles 
underpinning the preparation and 
presentation of an integrated report 
are as follows: The content of the report 
should have a strategic focus and future 
orientation; there should be connectivity 
of information relating to value creation; 
the insight into the nature and quality 
of the organisation’s relationships 
with its key stakeholders is provided; 
there should be disclosure of material 
information affecting value creation; 
an integrated report should be concise; 
all material matters, both positive 
and negative, should be included in a 
balanced way and without material 
error, and information presented  

is not available, there is specific legal 
prohibition, or disclosure is deemed 
competitively harmful.

As of 2014, <IR> is a listing 
requirement for South Africa and – as 
reported by the IIRC Business Network2 

– voluntarily adopted by significant 
firms all over the world. The ICPAS-
IIRC <IR> Roundtable 2013 gathered 
the perspectives of key stakeholders in 
Singapore on whether and how <IR> may 
be the way forward. The Roundtable 
panellists were divided on whether <IR> 
adoption should be mandated or market 
driven, but concurred that the decision 
would ultimately boil down to whether 
the benefits outweigh the costs. In the  
next section, we argue the case for 
market-driven adoption based on a  
cost-benefit consideration.

should be consistent over time and 
comparable across firms.

Integrated reports consist of eight 
connected content elements (denoted 
in italics in this paragraph). An explicit 
Business Model articulates value 
creation in the context of the firm’s 
External Environment and internal 
Governance. The firm makes strategic 
choices, and the integrated report 
explains how Risks and Opportunities 
both influence and are influenced by the 
firm’s Strategy and Resource Allocation. 
The results of strategy execution 
are reported as the firm’s current 
Performance and future Outlook 
using a clear Basis of Presentation. 
Integrated reports must comply with all 
the seven guiding principles and eight 
content elements unless reliable data 



s
To some extent, annual reports 

already incorporate non-financials 
in the footnotes of audited financial 

statements, commentaries from 
senior officers, sustainability report 
where relevant, and report on risk 
management and governance. It is 

standard practice for annual reports 
to publish the independent auditor’s 

opinion on their financial statements, 
but annual reports are not audited  
as a whole, so they do not have a  

head start over integrated reports  
on the auditing front.

FOCUS
Integrated rePOrtIng

Several benefits have been claimed 
for adopting <IR> over annual reports 
– clearer articulation of a firm’s 
strategy and how its business model is 
responding to changing market needs 
and expectations; better dialogues 
between the firm and providers of 
financial capital, which ultimately boil 
down to a lower cost of capital as the 
real benefit3. The cost for adopting 
<IR> is likely to exceed benefit for 
charities which cannot access the equity 
market. Therefore, our consideration 
is whether mandating the adoption of 
<IR> for listed firms is more sensible 
than a market-driven approach. An 
understanding of the economics of 
signalling is needed to understand  
the argument.

Assume there are two types of used 
cars: Good ones are worth $2,000, bad 
ones are worth $1,000, with an equal 
number of good and bad cars for sale. If 
the buyers and sellers do not know the 
type of car at the time of sale, used cars 
will be sold at $1,500 because at that 
price, both parties have an expected 
gain of zero. 

Suppose you are a seller. There is 
a 50% chance you have a bad car and 

applyIng eConoMIC 
theory for <Ir> adoptIon
We begin by stating a key assumption – 
firms in Singapore face different costs 
and benefits in adopting <IR>. 

There are clearly switching costs  
in adopting <IR> that differ across firms 
depending on the firms’ existing  
corporate reporting bases. The 
incremental cost in preparing an 
integrated report is higher for firms 
with zero bases compared to firms 
currently producing annual reports and 
sustainability reports. In Singapore, only  
listed firms (under SGX Rule 1207) and 
charities (under Charities (Accounts 
and Annual Report) Regulations) are 
required to produce annual reports. 
Almost all listed firms prepare business 
plans and budgets based on strategies 
developed in the context of their external 
environment, risks and opportunities 
– all of which are core contents of <IR>. 
However, the adoption of <IR> is not yet 
widespread. We postulate that there  
are two types of firms: Proactive firms 
have high quality plans and budgets 
that can be translated at low cost into 
integrated reports; the reverse is true  
of reactive firms. 

gain $500 from selling it at $1,500, 
50% chance you have a good car and 
lose $500 from selling at $1,500, and 
therefore, an expected gain of zero. 
If the price is higher than $1,500, the 
seller will gain at the expense of the 
buyer, and the buyer will refuse to 
trade. However, in a scenario where 
only the sellers know the car’s quality 
at the time of sale – that is, there is an 
asymmetry of information – owners 
of good cars will withdraw because 
$1,500 is below the value of good cars; 
owners of bad cars will remain eager to 
sell. Bad cars remain, driving the price 
down to $1,000, and bad cars crowd 
out good cars (adverse selection). 
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Owners of good cars can overcome 
the adverse selection problem by 
investing in a “signal” – such as getting 
an independent mechanic to issue a 
“true and fair” opinion of the cars – 
to obtain higher prices. There is an 
incentive passing off bad cars as good 
cars. Therefore, the signal is valuable if 
the cost to send a credible fake signal 
is large enough to deter the owners of 
bad cars.  

Integrated 
reportIng 
8 Content  
eleMents

rIsks  
and  

opportUnItIes

BUsIness  
Model

governanCe

strategy  
and 

resoUrCe  
alloCatIon

perforManCe

BasIs of 
preparatIon  

and  
presentatIon

oUtlook
organIsatIonal 

overvIew 
and external 
envIronMent

3 the claims that <Ir> can help break down internal silos and 
improve internal process presuppose that communication is the 
bottleneck. there are two problems here: a firm producing an 
annual report instead of <Ir> may have already adopted integrated 
thinking, so reporting and reality are two different issues. also, 
there are usually incentive and institutional issues that cannot be 
solved with better communication.  
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of the integrated report separately 
is inferior to auditing the integrated 
report as a whole. An audited integrated 
report increases the cost of sending a 
fake signal by a reactive firm and hence 
increases the value of signalling for 
a proactive firm. It is no wonder that 
some firms plan to have their integrated 
reports audited as a whole, although 
none has yet succeeded.

In reviewing integrated reports 
from the IIRC website4, we found 

Asymmetry of information is 
prevalent in capital markets. Firms 
(Sellers) know more about the value of 
the products (shares or bonds) than the 
providers of capital (buyers). Auditing 
overcomes the information asymmetry 
problem in the financial statements in 
annual reports, but financial statements 
lack information on future prospects to 
estimate expected returns on capital. 

Firms preparing integrated reports 
signal to capital providers that they 
have clear business strategies and 
models to achieve the objectives in a 
sustainable manner, and are proactive 
firms. The cost to produce the same 
signal is much higher for reactive 
firms. As of 2014, <IR> is not audited 
as a whole (a point we visit later in this 
article), so there is an opportunity to 
send a fake signal. If the signal cost for 
reactive firms exceeds the benefit of 
lower cost of equity, then reactive firms 
have no incentive to fake the signal. A 
more efficient equity market, where 
proactive firms have lower costs of 
equity and reactive firms maintain 
the current costs, is thus formed. If 
integrated reports are mandatory 
replacements of annual reports, there 
is no signal to distinguish proactive and 
reactive firms, and adverse selection 
means the cost of equity is as high as 
before for both types of firms.

Banks in Singapore use inhouse 
credit assessment to evaluate loan 
applications, so firms have to provide 
additional information at the banks’ 
request. This means the informational 
content of <IR> does not provide an 
advantage over an annual report’s. 
However, in a market-driven case,  
the signal remains valuable to lower 
the cost of debt. With both lower costs 
of debt and equity, the cost of capital  
is lowered.

aUdItIng <Ir>: the whole 
Is greater than the sUM 
of Its parts
Since financial and non-financial 
information is inexplicably interwoven 
in an integrated report, auditing parts 

that financials are audited under the 
“reasonable assurance” framework, 
which is attributable to the existence 
of robust international financial 
reporting and auditing frameworks for 
the preparation and audit of financial 
statements. Conversely, non-financials 
are either not assured or assured with 
“limited assurance”. This could be 
because non-financials either lack a 
generally-accepted standard or have 
many possible standards. For example, 
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s
The seven guiding principles 

underpinning the preparation and 
presentation of an integrated report 

are as follows: The content of the 
report should have a strategic focus 
and future orientation; there should 

be connectivity of information 
relating to value creation; the insight 

into the nature and quality of the 
organisation’s relationships with its 
key stakeholders is provided; there 

should be disclosure of material 
information affecting value creation; 

an integrated report should be concise; 
all material matters, both positive 

and negative, should be included in a 
balanced way and without material 

error, and information presented 
should be consistent over time and 

comparable across firms.
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Lim Ai Leen is Executive Director (Technical 
Knowledge Centre & Quality Assurance), 
and Dr Tan boon Seng is Assistant Director, 
Technical Research, ISCA.

already incorporate non-financials 
in the footnotes of audited financial 
statements, commentaries from 
senior officers, sustainability report 
where relevant, and report on risk 
management and governance. It is 
standard practice for annual reports 
to publish the independent auditor’s 
opinion on their financial statements, 
but annual reports are not audited as  
a whole, so they do not have a head  
start over integrated reports on the 
auditing front. Integrated reports  
may evolve faster than annual reports  
towards reasonable assurance on  
the whole report if <IR> becomes  
more widespread.

researCh agenda for <Ir>
The evolvement of <IR> and its recently- 
issued Framework have attracted 
global interest, but many questions 
need answers: Does <IR> reduce a 
firm’s cost of capital? – hard evidence 
is needed. The economics of signalling 
assumes that firms are heterogeneous 
and predicts that costs of debt and 
equity are lower for proactive firms 
than reactive firms if a market-driven 
adoption policy is implemented. The 
hypothesis is that we will not find 
this result in South Africa (mandatory 
adoption) but will find this elsewhere 
(such as in Brazil). Again, hard evidence 
is needed. Should an integrated report 
be audited as a whole? How will the 
audit profession evolve to accommodate 
auditing of non-financials? What 
is the auditing model for business 
strategy and business model? What 
about auditing sustainability? Will 
sustainability reporting converge on 
<IR>, or will a new auditing framework 
emerge for <IR>?

As we look for answers to the above 
questions, one thing is for sure: The 
<IR> train has left the station and when 
it made a couple of stops, it has picked 
up more passengers who are embarking 
on the same journey.  ISCa

information in an integrated report,  
but there is currently still no clear 
solution to the provision of assurance on 
non-financial information although we 
see the use of International Standards 
on Assurance Engagements 3000 
(Revised), that is, ISAE, by auditors 
when providing assurance on non-
financial key performance indicators 
(KPIs) of companies. We expect the use 
of ISAE to be temporary while waiting 
for an assurance framework on <IR> to 
be developed.

To some extent, annual reports 

there is no generally-accepted standard 
to prepare information about a firm’s 
strategy and business model. However, 
there are several standards for 
sustainability reporting, such as  
GRI, A4S, AA1000 (by AccountAbility), 
UN Global Compact, ISO 14000/14001 
and so on, used by firms within  
a jurisdiction.

The “The International <IR> 
Framework” released in December 
2013 has been touted as the solution 
to the preparation, disclosure 
and presentation of non-financial 

An ISCA Integrated Reporting Forum will be organised on July 30 as part of the  
Singapore Accountancy Convention 2014 from July 30 to August 1. Registration opens end-April at  

www.singaporeaccountancyconvention.sg.
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Looking ahead, these same skills 
alone will not serve to cement the 
CFO’s elevated position around the 
boardroom table. As digital, mobile 
and social technologies change 
the way customers interact with 
organisations, there is a whole new set 
of data emerging outside of ledgers, 
spreadsheets and economic indicators 
that are increasingly impacting the 
success of a business’s performance. 
And if CFOs want to keep their role as 
lead counsel to the CEO on business 
strategy, they must also master this new 
and constantly emerging set of data.

he boardroom is 
changing. New 
roles continue 
to emerge and 
spheres of 
influence are 
increasingly fluid 
as companies 
adjust to meet the 
demands of new 

customers, technologies and markets.
Despite this evolution, the Chief 

Financial Officer (CFO)’s seat right next 
to the Chief Executive Officer (CEO) 
remains intact. According to a recent 
study1 by the IBM Institute of Business 
Value, CEOs say they rely more heavily 
on the CFO than on the rest of the  
board when they are formulating 
business strategy. 

What has traditionally differentiated 
CFOs from the rest of the C-suite team 
is their command of the financial data 
impacting the business – sales, revenue, 
expenses, etc. It is this understanding 
of organisational performance and 
current market trends that has enabled 
CFOs to provide unmatched counsel. 
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1 “Pushing the Frontiers: CFO Insights into the Global C-suite”,  
February 2014, IBM Institute of Business Value, USA 

Big Data and Analytics

Formula For 
leading CFos

T
by 

Wang  
Yoke Choo

new

Across all industries and functions, 
leaders are recognising that data is the 
key to competitive advantage as data 
has become the world’s new natural 
resource. This represents a historic 
convergence of technology shifts, any 
one of which would have been sufficient 
to spark a new era. 

Finding value in 
“unstruCtured” data
Data is now coming from multiple, 
diverse sources. In fact, only one-fifth 
of the data generated is “structured” 
– the kind that fits into neat rows 
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data, but only 24% think their team 
is up to the task. This marks a 205% 
increase in the gap between the 
importance of data and the ability to 
exploit its value since we first asked the 
question in 2005, showcasing a critical 
divide in the skills and capabilities for 
today’s finance teams. This serves as a 
call to action for today’s finance leaders 
to ensure they are developing the right 
analytical skills and capabilities to stay 
ahead of the ever-steepening curve. 

what next For CFos? 
So how can finance organisations 
evolve to higher levels of performance 
in driving efficiency, capitalising on 
business insight, and creating profitable 
growth? Using today’s leading CFOs 
as a rubric for success, a winning 
formula emerges. By bringing analytics 
into the finance department to break 
down barriers to clients and the rest 
of the business, and by successfully 
collaborating with the Chief Marketing 
Officer (CMO) to uncover new areas 
of profitable growth, CFOs will most 
certainly be able to lead a highly 
effective and influential finance 
organisation of the future.  ISCA

emerging trends from social 
conversations to better pinpoint areas 
of investment, or using analytics from 
volumes of customer and employee 
interactions to quickly discover 
fraudulent activity, leveraging Big 
Data and analytics will be the key 
differentiator for successful CFOs of  
the future.

In fact, today’s leading CFOs 
are already applying their analytic 
capabilities in the pursuit of profitable 
growth for their organisation. According 
to the CFOs we talked to, the most 
successful use analytics to spend 
significantly more time on business 
model innovation (by 110%), acquisitions 
and divestitures (116%) and exploiting 
the value of Big Data (153%).

It is clear that the vast majority of 
CFOs (82%) see the value of integrating 

and columns in a database that 
finance departments have become 
accustomed to. The other four-fifths are 
“unstructured” – from images and audio 
to the waves of people blogging, texting, 
posting and tweeting. 

Given this reality, it is not 
surprising that our study found that 
while the majority of CFOs are still 
using a combination of intuition and 
spreadsheets as their primary tools, the 
most effective CFOs, and their teams, 
are increasingly using Big Data and 
analytics to transform their finance 
organisations’ effectiveness. 

Employing analytics is becoming 
one of the hallmarks of the highest 
performing finance organisations. 
Whether it is digging into massive 
amounts of data to uncover customer 
sentiment on products, capturing 

s
As digital, mobile and 

social technologies 
change the way 

customers interact with 
organisations, there is 

a whole new set of data 
emerging outside of 

ledgers, spreadsheets 
and economic indicators 

that are increasingly 
impacting the success of 

a business’s performance. 
And if CFOs want to  

keep their role as lead  
counsel to the CEO on  

business strategy, they 
must also master this 

new and constantly 
emerging set of data.



IS Chartered Accountant 26

VIEWPOINT
ISCA AS AdvoCAte 

Proposed Strategy and 
Work Plan 2014-2018

ISCA ReSpondS 
to IeSBA 
ConSultAtIon 
pApeR:
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the International Ethics Standards 
Board for Accountants (IESBA) 
of the International 

Federation for Accountants 
(IFAC) is an independent 
standard-setting body that 
develops and issues, in 
the public interest, high-
quality ethical standards 
and other pronouncements 
for professional 
accountants worldwide.

From December 2013 
to end-February 2014, 
IESBA had undertaken 
a public consultation 
to obtain views on its 
proposed future strategy 
and work plan (SWP) 
for 2014-2018, including 
possible actions and 
priorities identified to 
implement the strategy. 
The inputs received will 

by   

Kang Wai geat  
& ang Soon Lii

s
ISCA recommends 

that IeSBA consider 
bringing forward the 
work stream on fee 

dependency (due to start 
in 2Q2016) to 2015. Fee 

dependency is a key risk 
to auditor independence 
because it can affect the 

behaviour of auditors 
when undue pressure 
is placed by an audit 

client. thus, the issue of 
fee dependency should 

be addressed sooner 
rather than later.
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and Advisory Department, IscA.

Essentially, IESBA will be guided 
by the strategic themes for decisions to 
be made regarding the work streams 
to be carried out and their priorities. 
The themes also set out the vision of 
IESBA over the strategic period.

Another key aspect of SWP is the 
discussion over the four new work 
streams added by IESBA to its SWP in 
2012, as follows:
(i) A review of the provisions in  

the Code that deal with long 
association of senior personnel 
(including partner rotation) with  
an audit client;

(ii) A review of the non-assurance 
services provisions in the Code  
to ensure that they continue  
to support a rigorous approach 
to independence for assurance 
services;

(iii) A review of Part C of the 
Code addressing professional 
accountants in business (PAIBs), 
and

(iv) A reconsideration of the structure 
of the Code with a view to 
enhancing the Code’s usability, 
thereby facilitating increased 
adoption and more effective 
implementation.

The importance of ethics to the 
accountancy profession cannot be 
overemphasised. As the voice of the 
profession, the Institute of Singapore 
Chartered Accountants (ISCA) 
engaged industry experts on IESBA’s 
SWP and provided our feedback to 
IESBA for this key consultation.

ISCA’S PoSItIon
ISCA generally supports the IESBA’s 
SWP as it has taken into account 
changes and expectations of 
stakeholders, ensuring that the Code 
remains current and robust. SWP 
also emphasises outreach to key 
stakeholders, which is important to 
enhance the global acceptance of the 
Code as the default benchmark for 
ethical standards, including auditor 
independence rules. 

In addition to supporting the 
aforementioned four additional work 
streams which IESBA has added to 
its SWP for 2012, ISCA also agrees 
that the strategic themes identified 
are appropriate. Not only will the 
strategic themes give rise to a more 
robust Code that supports audit 
quality and more comprehensively 
address ethical issues faced by  
PAIBs in their roles in business, 
the Code will also evolve for it 
to remain relevant in a changing 
global environment. Also, given that 
professional accountants form an 
integral part of the entire business 
landscape which also includes 
regulators, investors and employer 
organisations, ISCA strongly supports 
the strategic theme to increase 
engagement and cooperation with 
key stakeholders to not only increase 
awareness and enhance acceptance of 
the Code, but also to garner valuable 
inputs to make the Code more 
relevant to the rapidly-evolving  
global context.

However, ISCA recommends that 
IESBA consider bringing forward 
the work stream on fee dependency 
(due to start in 2Q2016) to 2015. Fee 
dependency is a key risk to auditor 
independence because it can affect 
the behaviour of auditors when undue 
pressure is placed by an audit client. 
Thus, the issue of fee dependency 
should be addressed sooner rather 
than later.

Lastly, ISCA is cognisant that  
the Code is principles-based and 
adopts a threats-and-safeguards 
approach. Stakeholders must have 
confidence in the effectiveness of the 
safeguards to threats. Otherwise, the 
trust stakeholders have in the Code 
would be impacted. To that end, ISCA 
urges IESBA to look into whether 
there is a need to re-examine the 
continued robustness of safeguards  
in the Code.  ISCA

enable IESBA to set the course for its 
future activities in support of its public 
interest mandate. 

In the SWP, IESBA has identified 
four strategic themes:
(i) Maintaining a high-quality Code of 

Ethics for Professional Accountants 
(Code) for application by public 
accountants globally;

(ii) Promoting and facilitating 
the adoption and effective 
implementation of the Code;

(iii)Evolving the Code for continuing 
relevance in a changing global 
environment, and

(iv) Increasing engagement and 
cooperation with key stakeholders. 
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Integrated Reporting (<IR>) has 
received a lot of attention in 
Singapore and the accountancy 

bodies1 recently. Companies may be 
wondering if it is worth preparing an 
integrated report especially in the light 
that the Singapore Exchange (SGX) 
is encouraging listed companies to 
produce a Sustainability Report (SR). 
Do the benefits warrant the cost? 
Confusion also exists as to how an 
integrated report is related to an SR 
and the current annual report (AR), 
and whether it encompasses both.

The Institute of Singapore 
Chartered Accountants (ISCA) and 
National University of Singapore (NUS) 

have just completed a 
survey to understand 
the <IR> sentiments 
in Singapore. The 
survey results allow 
ISCA to promulgate 
planned actions 
in addressing the 
challenges in the 
possible introduction 
of the integrated 
report as a new 
approach to address 
the information needs 
of stakeholders.    

In this article, 
we briefly outline 
what <IR> is, and 
offer arguments 
why <IR> may be of 
particular relevance 
to companies in 
Singapore.  

Integrated 
reportIng – 
overvIew
<IR> is a framework 
developed by the 
International 
Integrated Reporting 

Council (IIRC)2 with the vision for 
<IR> to be accepted globally as the 
corporate reporting norm benefiting 
organisations, investors and society 
through sound and well-informed 
decision-making that leads to efficient 
capital allocation, sustainable growth 

s
an annual report 

(ar) at times 
lacks clarity in the 

connectivity and 
interdependencies 
among key drivers 
of value creation 

such as governance, 
risk, sustainability 

and financial 
performance. there 
is often a lack of a 
coherent structure 

or framework when 
the ar reports 
these drivers of 

value creation in 
different parts  

of the ar or in an 
ad hoc manner 

without an  
obvious link.

and prosperity. According to “The <IR> 
Framework” released in December 
2013, the purpose of <IR> is to explain 
how a company creates value over time 
to providers of financial capital.

An integrated report is different 
from the traditional AR or the SGX-
proposed SR and is arguably broader 
in scope. The following are major 
integrated report-AR and integrated 
report-SR distinctions:

  The financial statements in the 
AR limit the measurement of 
performance to those which have 
a financial impact in a given year 
and can be recognised by GAAP or 
the relevant prescribed financial 
reporting standards. <IR> aims to 
measure performance more broadly 
than the scope of the AR. <IR> 
accepts that some performance 
and value creations have yet to be 
reflected in financial performance3. 
Some examples of this may be 
customer loyalty and market 
advantages. 

In practice these “non-
GAAP” values are often most 
effectively reported in the form 
of non-financial Key Performance 
Indicators (KPIs). An AR at times 
lacks clarity in the connectivity 
and interdependencies among key 
drivers of value creation such as 
governance, risk, sustainability 
and financial performance. There is 
often a lack of a coherent structure 
or framework when the AR reports 
these drivers of value creation in 
different parts of the AR or in an 
ad hoc manner without an obvious 
link. In contrast, an integrated 
report provides insight on how 
a company uses its capitals (that 
is, the company’s resources and 
relationships) and how the capitals 
affect the company. It explains how 
the company’s strategy is executed, 
what risk is created and governed, 
and how this ultimately transforms 
into performance. Value creation 
for the organisation within the 
external environment in the short, 
medium and long term is what <IR> 
is all about.

1  At least one international accountancy body will be introducing <IR> 
as part of its curriculum for professional qualification from December 
2014 while the Singapore Accountancy Commission (SAC) and ISCA have 
included <IR> as one of its key work plans.
2  Founded in August 2010, IIRC adopts the explicit mission to “create 
the globally accepted <IR> framework that elicits from organisations 
all material information about their strategy, governance, impacts, 
performance and prospects in a clear, concise and comparable format; 
to secure the adoption of <IR> by report preparers and gain the support 
of regulators and investors”.
3  The IIRC often outlines the fact that studies indicate that 80% 
of companies’ market cap is not captured by the book value of the 
company and the value relevance of reported financial information has 
been decreasing over time.

April 2014 29



  The main difference between an 
integrated report and an SR is 
the focus which in turn impacts 
what gets reported. The SR 
focuses on environmental, social 
and governance issues which are 
of interest to all stakeholders – 
financial or non-financial. The 
integrated report focuses on value 
creation, which is also useful to 
all stakeholders, but is primarily 
targeted at the investors. The 
integrated report thus focuses 
more on the strategy and answers 
the question, “Why will our 
company be of relevance and 
value in the long term”. The SR 
focuses more on the company’s 

direct impact on the environment 
and society. An integrated report 
will only provide information 
on environmental matters that 
materially affects value creation. 
The materiality of what gets 
reported will be different from 
an SR in that <IR> will focus on 
what is material to the success 
of the company’s strategy rather 
than what may be most relevant to 
specific stakeholder groups such  
as NGOs.  

This difference is reflected in 
the structure and content of the 
integrated report. Table 1 shows the 
main content of an integrated report.
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Content Key Issues

 
Organisational overview and 
external environment

What does the organisation do and what are  
the circumstances under which it operates?

 
Governance How does the organisation’s governance 

structure support its ability to create value  
in the short, medium and long term?

 
business model What is the organisation’s business model?

 
Risks and opportunities What are the specific risks and opportunities 

that affect the organisation’s ability to create 
value over the short, medium and long term,  
and how is the organisation dealing with them?

 
strategy and resource allocation Where does the organisation want to go and  

how does it intend to get there?

 
Performance to what extent has the organisation achieved its 

strategic objectives for the period and what are 
its outcomes in terms of effects on the capitals?

 
Outlook What challenges and uncertainties is the 

organisation likely to encounter in pursuing its 
strategy, and what are the potential implications 
for its business model and future performance?

 
basis of presentation How does the organisation determine what 

matters to include in the integrated report and 
how are such matters quantified or evaluated?

table 1  ProPosed Content elements of an <Ir>

Source: The International Integrated Reporting Framework, IIRC, December 2013
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table 1  ProPosed Content elements of an <Ir>



relevance for 
SIngapore companIeS
Currently, there is only a single 
listed company in Singapore – DBS 
Group, which is a member of the 
IIRC Pilot Programme Business 
Network – which has adopted <IR>. 
Singapore is generally conservative 
in adopting innovations in 
corporate reporting. For example, a 
2011 study by KPMG on corporate 
responsibility reporting4 suggested 
that the adoption rate in Singapore 
is relatively low internationally. 
Figure 1 shows that Singapore  
is in the “Starting Behind” quadrant 
while many of the European 
countries are already in the 
“Leading the Pack” quadrant  
when it comes to corporate 
responsibility reporting.   
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4  Survey of Corporate Responsibility Reporting 2011, 
KPMG International Source: Survey of Corporate Social Responsibility Reporting 2011, KPMG International (reproduced with permission)

fIgure 1  status of CountrIes on CorPorate resPonsIbIlIty rePortIng

s
an integrated 

report will only 
provide information 

on environmental 
matters that 

materially affects 
value creation. the 
materiality of what 
gets reported will 
be different from a 

sustainability report 
in that <Ir> will focus 
on what is material 

to the success of 
the company’s 

strategy rather than 
what may be most 
relevant to specific 
stakeholder groups 

such as ngos.  



5  From the perspective of unlisted SMEs, the considerations are largely the same as for listed 
companies but the relative cost and benefit of an <IR> may be different.  
6  This is similar in argument for the adoption of International Financial Reporting Standards 
(IFRS) for Singapore. The adoption of IFRS allows Singapore companies to tap on international 
capital as it lowers the threshold for comparability of financial reports.
7  GMI Ratings – Country Rankings, as at 27 September 2010
8  “What Makes Analysts Say “Buy”?” by Boris Groysberg, Paul Healy, Nitin Nohria, and George 
Serafeim, HBR.org, November 2012
9  “International Integrated Reporting (<IR>) Framework will bring tremendous benefit to 
stakeholders of firms and attract more firms to the region”, SAC press release, 16 December 2013
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s
Singapore companies and brands are less 

well-known than many global brands. 
Funding for Singapore’s growth potential 

may not be fully satisfied by the local debt 
and stock markets, therefore, it is even more 
important for such companies to prepare an 
integrated report that clearly outlines the 

company’s strategy, execution and long-term 
viability to compete for the scarce capital 
through a more structured and potentially 

well-accepted disclosure framework.



Ho yew Kee is associate Professor of 
accounting, NUs business school, National 
University of singapore and IsCa Council 
member; mikkel Larsen is managing Director, 
Dbs Group.

The following are some reasons why 
Singapore companies should consider 
the adoption of <IR>5. 

1need for foreIgn 
capItal

Singapore companies and brands are less 
well-known than many global brands. 
Funding for Singapore’s growth potential 
may not be fully satisfied by the local 
debt and stock markets, therefore, it is 
even more important for such companies 
to prepare an integrated report that 
clearly outlines the company’s strategy, 
execution and long-term viability to 
compete for the scarce capital through 
a more structured and potentially well-
accepted disclosure framework6. This 
may reduce the cost of capital – because a 
firm that can clearly articulate its strategy 
for value creation in a consistent format 
reduces the uncertainty and transaction 
cost facing a financial capital provider 
when evaluating funding decision – 
which ultimately leads to increased 
liquidity and share value. 

The disclosure requirements of the 
Singapore Corporate Code of Governance 
already ranks among some of the highest 
in the world7 and <IR> adoption can 
strengthen our corporate disclosure and 
potentially make our companies more 
competitive in information disclosure.

2early SIgnS of 
InveStorS’ growIng 

IntereSt In SIngapore
In a study published by Harvard 
Business Review on “What Makes 
Analysts Say “Buy”?”8 (Table 2), clear, 
well-communicated strategy, ability 
to execute strategy and governance 
strength – which are key content 
elements in <IR> – are ranked much 
higher in importance for analysts in 
Europe and America than in Asia. 
If Singapore analysts become more 
aligned with the rest of the world by 
giving more weight to strategy and 
governance when recommending a 
“buy”, then Asian investors should be 
interested in <IR>.

 

While quantitative evidence of investor 
interest is still hard to come by, there 
are some early signs that investors in 
Singapore are becoming more interested 
in <IR>. The joint ISCA-NUS survey seeks 
to establish if the anecdotal interest is 
prevalent. DBS Group’s experience in this 
area has been that most analysts value 
the clearer articulation of strategy that an 
integrated report can bring, but <IR> is 
not yet at the forefront of analysts’ minds 
because <IR> is relatively new. Given the 
anecdotal interest in <IR> from capital 
providers in Singapore, a few large listed 
companies in Singapore are considering 
adopting <IR>. DBS Group’s experience in 
<IR> suggests that preparing an integrated 
report is a significant undertaking. 
However, with investment in education 
about <IR> by regulators, professional 
accounting bodies and forward-looking 
companies, prospective adopters will 
find the cost of adoption decreasing 
while the benefits of adoption increase.

3“offIcIal” Support  
In SIngapore

The chief executive of the Singapore 
Accountancy Commission (SAC) recently 
announced that Singapore plans to 
become the hub for <IR> in Southeast Asia9.  
ISCA has set up an Integrated Reporting 
Steering Committee to formulate plans 
for <IR> adoption and implementation 
in Singapore. These are clear signs of the 
importance of <IR> to key stakeholders in 
Singapore. There is no shortage of resolve 
to make <IR> a reality in Singapore.

In summary, <IR> is the next 
significant reporting innovation for 
companies since the creation of IFRS by 
the IASB (and its forerunner) in 1973. 
Currently, there is a gap in the corporate 
reporting framework for companies to 
articulate the essence of value creation. 
IIRC seeks to be the organisation to 
fill this gap with <IR>. It is critical for 
Singapore companies to start thinking 
about adopting <IR> now that IIRC has 
published the <IR> Framework to stay in 
the corporate reporting arena.  ISCA

table 2  What maKes analysts say “buy”

Legend: A (Asia), E (Europe), L (Latin America), U (USA) 

Source: Adapted from Harvard Business Review8

An ISCA Integrated Reporting Forum will be organised on July 30 as part of the  
Singapore Accountancy Convention 2014 from July 30 to August 1. Registration opens end-April at  

www.singaporeaccountancyconvention.sg.
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factors driving “Buy” recommendation Importance to analysts

Low moderate High Very High

Clear, Well-communicated strategy a,L,U e

ability to execute strategy a,L U e

Governance strength a,L e U
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>

Quality of top management L a,e,U

Innovativeness a U e L

Low-price strategy a,L e U

superior Products or service strategy a,e,L U

balance sheet strength a,e,L,U

Culture a,e,L U

High Performance Compensation a,e,L U

Projected Industry Growth e a,L,U

Industry Competitiveness L a,e,U
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The inaugural Deloitte Southeast 
Asia CFO Survey is a pulse survey 
designed to benchmark the thinking 

of CFOs of major companies representing 
a wide range of industries from around 
the region. Conducted in October 2013, 
the findings reveal that risk is being 
redefined in this region in order to keep 
up with increasing regulations and 
compliance requirements.

Optimistic Despite china 
cOncerns
While there are worries that the Chinese 
economy will slow down and political 
uncertainty in Southeast Asia (SEA)  

by 

Hugo WalkinsHaW
co-authored by  

karin Wellbrock  
and cHeryl Teo 

Key highlights
+ CFOs in Southeast Asia are more optimistic compared to the last 

quarter but respondents expect economic uncertainty to continue.
+ 72% of polled CFOs in this region have been much more involved in risk 

management practices compared to 12 months ago.
+ The biggest worries among Southeast Asian CFOs, apart from the lack  

of economic development, include concerns regarding compliance and  
increased competition as companies see costs rising faster than revenues.

+ The survey reveals that 65% of Boards in Southeast Asia are involved in 
risk matters including compliance. Their involvement is much higher at 
public companies (88%) versus private companies (44%).

+ More CFOs would like to spend their time as a strategist or catalyst 
versus an operator or steward.  In the US, CEOs expect CFOs to spend 
over 70% of their time as a strategist/catalyst, however, most still 
cannot achieve this due to compliance and operational issues.

Risk Redefined
Highlights from Deloitte’s Southeast Asia CFO Survey 
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will rise, overall, CFOs in the SEA  
region are 44% more optimistic in 
4Q2013. However, public companies  
are slightly more pessimistic due to 
macro factors such as financial and 
economic uncertainty.

Of the 44% of optimists, slightly  
less than half say external factors, such  
as positive developments in their 
industries or markets, drive their 
optimism whereas the other half 
mention primarily internal and 
company-specific factors, such as their 
products or services, changes in their 
operations, financing or assets, as  
drivers for their optimism.

What’s Keeping cFOs 
aWaKe at night?
SEA CFOs have a long list of concerns 
keeping them up at night. Changing 
regulatory requirements, for example, 
ranked as one of the top stressors. In 
addition, China’s slowing economic 
growth is a cause for concern, especially 
for companies that have become 
increasingly dependent on China’s 
booming economy in recent years. Other 
concerns include the stability of the 
financial markets. 

Changes in interest rates and 
fluctuating currencies are worries for 
most companies. In addition, given 
that SEA has one of the most complex 
production networks in the world, 
competition is a top stress factor. 
Member states trade extensively in 
not just finished goods, but also in raw 

FigUre 1  
CFos’ Involvement In RIsk management

6%

22%

72%

Less/Much  
less involvement

No change More/Much  
more involvement

 

materials and several intermediate 
goods. Private companies in particular 
are concerned about increasing 
competition resulting in price wars. 

FOcUseD On risK
In SEA, 72% of CFOs polled are much 
more involved in risk management 
practices compared to 12 months ago, 
while 6% say they are less involved due 
to changes in their internal and external 
environments (Figure 1). 

 The constantly evolving and 
tightening global and domestic 
regulatory environments and  
industry-specific reporting requirements 
are key reasons for CFOs’ involvement 
in risk management. In addition, more 
than half of polled CFOs reported that 
their companies have experienced an 
internal shift towards compliance and 
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Globally as well as in southeast Asia,  

CfOs would like to play “above the line” by 
spending more of their time as a strategist 

and catalyst, than “below the line” as an 
operator and steward. However, in southeast 
Asia, CfOs’ actual time allocation is spent on 
being an operator and steward... with a little 

less emphasis on their “above the line”  
roles as catalyst and strategist.



hugo Walkinshaw is deloitte Sea cFo 
Program Leader and executive director, 
consulting, deloitte Southeast asia; 
karin Wellbrock and cheryl teo are Senior 
Manager, enterprise risk Services and Senior 
associate, clients & Markets for the deloitte 
Sea cFo Program, deloitte Southeast  
asia respectively.

strategist versUs 
OperatOr
A new era for CFOs is being defined by 
rapid developments in global regulations 
and the economy. The CFO’s role has 
always been a challenging one – today, 
growing regulation and a significant 
increase in compliance pressures 
have placed a considerable burden on 
businesses. In many cases, the finance 
organisation has been hard-pressed to 
absorb these responsibilities without any 
additional headcount.

In such circumstances, the expansion 
of a CFO’s role and responsibilities forces 
the CFO to deliver on a broad agenda, 
and as this breadth of activity expands, 
so does the need for risk management. 
Continuous controls assessment, once  
a luxury, is now viewed as a vital process 
in the finance organisation.

Globally as well as in SEA, CFOs 
would like to play “above the line” 
by spending more of their time as a 
strategist and catalyst, than “below 
the line” as an operator and steward. 
However, in SEA, CFOs’ actual time 
allocation is spent on being an operator 
and steward as defined by the “Four 
Faces of the CFO”1, with a little less 
emphasis on their “above the line”  
roles as catalyst and strategist. CFOs  
in SEA tend to be somewhat more 
involved in operator activities  
compared to other regions. 

risk management, with an increasing 
emphasis on redefined risk and 
compliance responsibilities within their 
organisation. The lack of talent to fill 
compliance and risk-related activities 
also forced 21% of CFOs to pay more 
attention to this area.

Which risKs?
Not surprisingly, 90% of the polled CFOs 
mentioned regulatory and industry 
compliance as their number one area 
of involvement in risk management, 
but only 76% noted external statutory 
reporting. It is also interesting to note 
that 85% of respondents reported that 
they are involved in operational risk 
management while approximately 
81% are involved in strategic risk 
management. As companies strive  
to strengthen their internal controls,  
83% of CFOs polled said they are  
involved in managing and improving 
internal controls as well as remediating 
control issues.

The CFOs polled in SEA are least 
involved in risks related to capital access 
and capital costs as well as managing 
IT risks.

Their top mitigation strategies 
include strengthening their internal 
controls framework (90%); conducting 
continuous internal audits (77%), and 
implementing or overhauling their 
enterprise risk management system. 
Other tools to identify risks in operations 
and processes, such as whistleblower 
systems and better disclosure practices, 
are used by 52% and 48% respectively  
by the polled CFOs.

the full report is available at www.deloitte.com/
sg/riskredefined.pdf.

Despite the constantly increasing 
compliance and regulatory requirements, 
39% of all CFOs polled currently spend 
approximately one day per week as a 
steward (Figure 2); however 49% desire 
to spend that much time. Presently, 
another 30% of CFOs spend up to 1.5 
days per week on these activities but only 
28% would actually like to assign that 
much time.

FigUre 2  
one Day as a stewaRD

39% Actual 49% Desired

39% of CFOs actually spend a day 
a week on average as a steward. 
However, 49% of respondents believe  
one day a week is the optimal amount.

On the other hand, 26% of CFOs 
polled are currently spending 1.5 days 
on average as a strategist, whereas 38% 
of CFOs desire to allocate this amount of 
time fulfilling this role. 

The broader regulatory environment 
across the global economy shows no 
sign of cooling off. CFOs have indicated 
that social and environmental issues 
continue to affect regulatory reporting 
requirements and as their businesses 
grow across borders, managing the 
complexities that arise from regulatory 
inter-relationships also increases. This 
speed of regulatory change will become 
an even greater issue.  ISCA

2The “Four Faces of the CFO” is a new view of the CFO’s role, one 
which connects traditional financial accounting to being a key 
driver of a high-performance culture. Each “face” represents a 
different role of the CFO – as an operator and steward, and as a 
catalyst and strategist – tasked to solve the respective unique 
challenges. 
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southeast Asia CfOs have a long list 

of concerns keeping them up at night. 
Changing regulatory requirements, 
for example, ranked as one of the 
top stressors. in addition, China’s 

slowing economic growth is a cause 
for concern, especially for companies 

that have become increasingly 
dependent on China’s booming 

economy in recent years.



Recently, Facebook celebrated 
its 10th anniversary with a 
special “Look Back” video for 

its users. Similarly, did you know that 
the Singapore Goods and Services Tax 
(GST) just turned 20 earlier this month? 
The Singapore Institute of Accredited 
Tax Professionals (SIATP), through its 
GST Committee, thought it apt to bring 
readers on a quick armchair tour of the 
GST regime, highlighting the interesting 
intricacies and some of the not-so-
obvious potholes of the tax issues.
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GST
GST is a broad-based tax on domestic 
consumption and is also known as Value 
Added Tax (VAT) in other countries. 
The tax is paid when money is spent on 
goods or services, including imports. It 
is a multi-stage tax which is collected 
at every stage of the production and 
distribution chain. 

There are four categories of GST in 
Singapore, namely:

1Standard-rated supplies are local 
sales of goods and services and they 

are subjected to 7% GST.

2Zero-rated supplies are sales of 
exported goods and international 

services and they are not subjected to 
GST (that is, 0% GST).

3Exempt supplies are sale and lease 
of residential properties, importation 

and local supply of investment precious 
metals and the provision of most 
financial services. These are exempted 
from GST charges.

4Out of scope supplies are the sales 
of goods and services outside the 

scope of Singapore GST.  For example, the 
sales where goods are delivered from a 
place outside Singapore (such as Japan) 
to another place outside Singapore (such 
as Indonesia).

IT all STarTS wITh  
GST reGISTraTIon
As GST is a self-assessment tax, 
businesses are required to continually 
assess the need to be registered for GST. 

A business is liable to register for GST 
when its taxable turnover has exceeded 
S$1 million in a 12-month period or is 
expected to exceed S$1 million in the 
next 12 months.

A common misconception is that 
the business is only required to assess 
its need for compulsory registration at 
the end of its financial year. However, 
this is not necessarily true. A business is 
required to continually assess its need 
for compulsory registration on a rolling 
12-month basis. This means a business 
will need to check at the end of every 
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March, June, September and December 
(regardless of its financial year-end) 
to look back at the past (and future) 
four quarters to determine if its taxable 
turnover is more than S$1 million.

Tax ComplICaTIonS Galore
GST is transaction-based with its own set 
of rules and more often than not, impacts 
the day-to-day selling and buying 
activities of a business. 

As Accredited Tax Advisor (GST)  
Koh Soo How, a member of SIATP’s  
GST Committee, and Tax Partner at PwC 
illustrated, “One common example is 
the recharge of expenses (even at cost). 
Many GST-registered businesses may be 
unaware that the recharges of expenses 
(even at cost) to an overseas entity may 
be subject to GST. And even when they 
realise that they need to account for GST 
on such recharges, they may incorrectly 
apply 0% GST on the recharges to the 
overseas person because the invoice 
is billed to an overseas billing address. 
The business needs to consider who the 
“real recipient” of the services is. For 
example, if the services are consumed 
by the overseas entity’s employee or 
received by a customer who is physically 
in Singapore, the recharge will be liable 
to 7% GST. As such, the tests for zero-
rating of services go beyond the overseas 
billing address”. 

Another commonly misunderstood 
area is that GST is only applicable to 
transactions that are recorded in the 
accounting system, and non-monetary 
transactions such as goods given free 
as gifts thus do not attract GST. This 
is not the case as the GST legislation 
regards gifts as a “deemed” supply, 
and businesses providing these 
complimentary goods must account for 
and pay 7% GST to the Inland Revenue 
Authority of Singapore (IRAS) based 
on the open market value of the goods 
unless the cost of the gifts or goods is not 
more than $200, or businesses did not 
claim input tax on the purchase/import 
of the goods.

A third common error is the 
reporting of exempt supplies. Businesses 
tend to overlook and wrongly include 
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eileen Goh is tax Manager, and Joanna Wong is 
Senior Manager, SIAtP. this article is based on 
insights from SIAtP’s GSt committee. For more 
tax insights, please visit www.siatp.org.sg.

the value of unrealised 
exchange gains or losses 
in the GST Form F5. 
Businesses only need to 
report the absolute value  
of the net realised gain or 
loss in the GST return.

In summary, businesses 
need to be mindful of the 
proper accounting of GST 
as there may be penalties 
levied by IRAS when  
these are uncovered  
during IRAS’ audits. 

VolunTary 
ComplIanCe
To aid GST-registered 
companies, various 
programmes and 
initiatives have been 
implemented over the 
years and businesses are 
encouraged to tap into 

these to manage their compliance risk. 
Businesses may wish to participate in 
one of the initiatives designed by IRAS 
to facilitate voluntary compliance such 
as the Assisted Compliance Assurance 
Programme (ACAP) or the Assisted Self-
Help Kit (ASK).

Of the two, ACAP is a more extensive 
programme as businesses will be 
required to undertake a holistic review 
of the robustness and effectiveness 
of their internal control system that 
impacts GST compliance. ACAP is thus 
most suitable for businesses that have 
already established an effective control 
framework and incorporated GST risk 
management to enhance their GST 
compliance capability. 

ASK, on the other hand, is a self-
assessment compliance package to help 
businesses review the correctness of GST 
submission and discover past GST errors 
early so as to qualify for IRAS’ Voluntary 
Disclosure Programme. 

While both initiatives are available to 
GST-registered businesses on a voluntary 
basis and require either Accredited Tax 
Advisors or Accredited Tax Practitioners 
to sign off, businesses stand to gain 
various benefits when they tap into these 
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At first glance, GST 

looks relatively 
simple as a  

“pay as you use” 
tax but other than 
in the simplest of 
businesses, this 

isn’t so. businesses 
should seek 

professional advice 
on whether or  

not registration  
is required  

because errors  
can arise from even 

this seemingly 
simple matter.  

programmes. For example, businesses 
may enjoy a full waiver of penalty on past 
GST errors depending on circumstances. 
In addition, businesses that have 
obtained ACAP status will enjoy the 
following during the three- or five-year 
period of its ACAP status:

  Step down of IRAS-GST compliance 
activities unless significant 
anomalies are noted in the 
declarations;

  Expeditious GST refunds  
(if  applicable);

  Dedicated officer to handle  
GST rulings and resolve your  
GST issues expeditiously;

  Faster issuance of rulings and 
resolution of your GST issues  
raised with IRAS, and

  Auto-renewal of applicable  
GST schemes.

Businesses which have participated 
in either ACAP or ASK can now sleep 
soundly at night knowing that they are 
fully compliant and have processes in 
place to mitigate risks of non-compliance.

SIATP’s Board Member and 
Accredited Tax Advisor (Income Tax 
& GST) Low Weng Keong, who heads 
SIATP’s GST Committee, summed it all 
up, “At first glance, GST looks relatively 
simple as a “pay as you use” tax but 
other than in the simplest of businesses, 
this isn’t so. Businesses should seek 
professional advice on whether or not 
registration is required because errors 
can arise from even this seemingly simple 
matter. Registration requires businesses 
to invest in sufficient resources such as 
manpower and systems to ensure that 
they are compliant with GST legislation. 
This is to ensure that the GST returns 
are in order and that the correct amount 
of GST is accounted for and supported by 
the correct documents. The consequences 
of incorrect returns or non-compliance 
can result in additional costs which 
will ultimately mean less profits for the 
business.”  ISCA
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V ietnam’s attractiveness as 
an investment destination is 
characterised by strong GDP 

growth potential; a young, well-
educated, highly literate and growing 
population with a desire to improve 
living standards; rising disposable 
incomes; a low-cost environment and 
increasing urbanisation rates. 

The fast-growing Vietnam market 
offers a number of attributes that 
make investing in Vietnam attractive to 
foreign investors:

  Stability As one of Asia and the 
world’s fastest-growing economies, 
Vietnam has remained a country 
with political and social stability. 

  Increasing integration Vietnam 
has implemented a raft of legal 
reforms and is a member of ASEAN 
and the World Trade Organisation 
(WTO). These help provide a 
comprehensive roadmap towards 
economic prosperity in the next 
decade as well as enhanced Market 
Entry alternatives for both new and 
existing participants.

  Unlimited upside Vietnam has 
a young, educated and motivated 
population of nearly 90 million 
people and is a gateway to 
the Greater Mekong Region 
(including Thailand, Cambodia, 
Laos, Myanmar and the southern 
provinces of China), providing an 

Doing 
Deals in 
Vietnam
A Dealmaker’s Perspective

by 

John Ditty & Vishal sharma

increasingly affluent market of 
over 250 million people. Vietnam’s 
average GDP growth rate has been 
as high as 7.26% per annum over the 
past 10 years and this robust GDP 
growth rate is expected to continue 
over the 2014 to 2020 period, 
averaging 7% to 8% per annum.

  Transparency Vietnam is 
campaigning hard to combat 
corruption and enhance its 
reputation as a safe country 
for foreigners to live, work and 
invest in. Bureaucratic reforms in 
recent years have been aimed at 
streamlining business processes 
and providing a more consistent 
interface between market 
participants and the government.

 
Mergers and acquisitions (M&A) 

activity in Vietnam, measured in terms of 
volume and value, has risen dramatically 
in the past five years, and there is 
clear reason to be optimistic about the 
prospects for future growth.

Vietnam’s attractiveness as 
an investment destination is well 
understood, characterised by strong 
GDP growth potential; a young, well-
educated, highly literate and growing 
population with a desire to improve 
living standards; rising disposable 
incomes; a low-cost environment and 
increasing urbanisation rates. 

Faced with increasing regional 
and global competition for capital 
and still feeling the effects of recent 
macro challenges, the key question is 

VIEWPOINT
Vietnam

IS Chartered Accountant 40

P
h

o
t

o
 S

h
u

t
t

e
r

S
t

o
c

k



Access to a market characterised 
by a population nearing 90 million 
and rising disposable incomes 
and urbanisation levels (81% of 
respondents), along with access to 
new growth sectors and in-country 
expansion (59% of respondents) 
were the primary reasons cited for 
contemplating M&A in Vietnam in  
the future. 

Expectations of rapid financial 
returns have receded, with only 41% 
of respondents viewing immediate or 
short-term gain as a key requirement for 
future investments (81% in respect of 
historical investments).

Large number of 
companies before 
cLinching deaLs
Finding investable targets can be a 
challenge in Vietnam, primarily due to 
the general lack of quality deals of scale 
in most sectors, and the general lack  
of publicly-available company and 
market data. 

The majority of buyers relied on 
their own market knowledge and 
relationships to source targets, with  
only 17% of survey respondents  
drawing on the local expertise of 
advisory intermediaries to locate 
investment opportunities.

For sellers, effective marketing of 
the business is key to attracting interest 
and finding an investor. Working closely 
with an experienced financial advisor to 
help clearly articulate the business value 
proposition and investment rationale, 
and to tap local, regional and global 
investor pools, will improve your  
chances of success.

not necessarily whether Vietnam will 
eventually reach its potential, but how 
quickly. The answer, in part, lies in the 
hands of both the public and private 
sectors, and the need for decisive and 
meaningful reform in a number of areas. 
These include, among others: 

  The State-owned Enterprise 
(SOE) sector, to encourage 
private participation and improve 
efficiencies through restructuring;

  The Bank sector, including non-
performing loans (NPL) resolution 
and improved governance practices 
to drive sustainable credit flows 
and instil confidence in the system, 
along with reassessing foreign 
ownership limits;

  Regulation, in particular in respect 

of property, labour, and bankruptcy 
codes and development of the 
capital markets, and

  Infrastructure, including 
formulating appropriate public-
private-partnership (PPP) 
frameworks to attract much-needed 
capital to underpin growth.

attractive investment 
destination
Vietnam is currently considered 
as attractive or more attractive an 
investment destination than most 
regional emerging markets against 
which it competes for capital, according 
to respondents in the “2013 M&A in 
Vietnam” survey conducted by KPMG  
in Vietnam. 
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The number one priority for 
vendors is to have a considered 
business plan – over 70% of 
respondents highlighted business plan 
concerns as a key due diligence issue. 
Vendors often underestimate the nature 
and extent of information needed to 
convince an outsider that the business 
plan is robust and can be delivered. 
Equally, while forecasts should be more 
optimistic than not to help maximise 
value, overly aggressive business plans 
can often undermine a deal process and 
vendor integrity.

Over 50% of respondents cited 
the quality of accounting records as 
a key issue. Having audited financial 
statements and robust and appropriate 
management accounting records and 
reporting in place will help mitigate  
this issue. 

Careful planning and preparation 
is required to make available sufficient 
and appropriate due diligence 

Despite the contraction in funding 
options, the recent slowing down in 
growth and uncertainty over the macro 
environment in the near term, vendor 
pricing expectations remain high and 
often unrealistic. This was identified as 
a major reason for a number of deals 
failing, consistent with our experiences.

For buyers, domestic acquisition 
finance is almost non-existent, with 
74% of transactions using existing cash 
(in or outside of Vietnam) and/or 45% 
via new debt or equity raised outside  
of Vietnam.

proper pLanning and 
preparation key to 
success
For the vendor, proper preparation 
before going to the market is 
fundamental in order to identify, 
manage and address any risks or  
issues that could lead to deal failure  
or value erosion.

undue reLiance on 
muLtipLes
The effective EBITDA multiple across 
all valuation methods was on average 
eight times for profitable businesses 
considered in the survey, representing  
a softening in valuations compared to a 
few years ago.

Earnings multiples were the 
most common primary valuation 
methodology employed (41% of 
respondents) despite investors also 
citing the lack of comparable data 
upon which to base the multiple and/
or having to make highly judgemental 
adjustments to multiples (44% of 
respondents), which, in our experience, 
can lead to inappropriate valuations. 
Some 38% of them utilised discounted 
cash flow (DCF) as the primary 
valuation methodology, a surprisingly 
low number given the shortcomings 
of the market approach noted earlier, 
although likely attributable to a lack of 
reliable business plans and projections 
to enable effective DCF analysis.

high vendor pricing 
expectations
The reduction in the availability of 
debt financing in Vietnam has resulted 
in many businesses looking outside 
the banking system to raise funds 
for growth or restructuring, with the 
primary source of new funds being 
foreign equity investors. 
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John Ditty, chairman and Managing Partner, 
Advisory, kPMG Vietnam, and Vishal Sharma, 
Partner and Asia Pacific head of Mergers and 
Acquisitions, kPMG in Singapore.

materials, which will help facilitate 
a more effective process and enable 
risks and issues to be addressed 
upfront, and upsides and improvement 
opportunities to be fully articulated 
and supported. 

Unduly complex or inappropriate 
corporate and business structures, 
including those involving significant 
non-core operations and investments 
or offshore entities, can deter investors 
and create execution challenges. 
Approximately a third of the survey  
respondents encountered problems  
in this regard. 

deaL times quicker than 
expected
For 73% of respondents, the investment 
process took six months to a year to 
convert an idea into a completed deal. 
While the detailed execution phase of 
many transactions in Vietnam (or in any 
emerging market) can be a drawn-out 

and frustrating process, overall, deal 
timeframes are not prohibitive and 
in our view, will only improve over 
time. Patience and understanding are 
nonetheless a must.

What does the future 
hoLd for m&a in vietnam?
Despite the recent economic uncertainty 
both locally and globally, M&A 
transactions in Vietnam have increased 
significantly in terms of volume and 
value over the last five years. 

According to Standard & Poor’s 
Capital IQ, there were 92 successful 
M&A deals in 2008, increasing to 308  
in 2012 and 306 in 2013.

At the same time, there are also 
challenges – a currency at risk of 
depreciating albeit currently relatively 
stable; trade and budget deficits; 
banking sector stress; inefficient state-
owned enterprises; infrastructure 
needs, and poor intellectual property 

protection, among others.
Is this trend set to continue?  

The KPMG survey findings suggest 
it will, with 69% of people surveyed 
expecting to complete transactions 
within the next five years. The 
survey also indicated that interest 
will continue to remain in food and 
beverage, consumer goods and health 
sectors (Figure 1), driven primarily by 
Vietnam’s favourable demographics  
and increasing disposable incomes 
driving consumption.

Notable low-ranking sectors  
(not presented in Figure 1) are the  
real estate and financial services 
sectors, reflective of these currently 
challenged sectors, and the relative 
scarcity of available quality deals and/
or concerns over valuations.

For Singapore-based investors, 
many continue to find Vietnam an 
attractive investment target. With  
15 deals in 2013, they were second only 
to the Japanese investors in Vietnam, 
who invested in 22 deals. Clearly, the 
opportunities presented by Vietnam 
outweigh the risks for these investors, 
which appear to be consistent with  
the findings of the survey.  ISCA
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FiGure 1

ExpEctEd kEy sEctors of intErEst for M&A Activity in thE nExt fivE yEArs

  0%     10%     20%     30%     40%     50%     60%

% of respondents 

Food and 
beverage

Fast-moving 
consumer goods

Pharmaceuticals, 
Medical and Biotech

Agriculture

Retail

(TMT)  
Technology, Media, 

Telecommunications

Industrials

Source: “2013 M&A in Vietnam” survey by KPMG in Vietnam
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or endorser. In addition, decisions 
made in business contexts are also very 
complex. They result from multi-party 
negotiations and require synthesising 
information and “connecting the dots” 
across many domains (for example, legal, 
competition, social, etc). As a result, 
co-creation is much more iterative and 
interactive in business settings than in 
consumer ones. 

Altogether, these disparities call for 
a much more profound integration of 
platforms specifically tailored to business 
eco-systems to facilitate crowdsourcing, 
knowledge creation and sharing as well 
as connecting and learning. As IBM, one 
of the initiators of the social business 
revolution, puts it, businesses should 
embrace new social and technological 
tools to fully become social businesses.

Creating a Better 
Business DeCisions 
aDvantage
Social business refers to the integration 
of social tools, technologies, and culture 
into both internal and external processes, 
practices, operations and management of 
a business. Transforming a business into 
a social business simply means creating 
choice-driven, open or closed online 
communities to bring together and 
seamlessly connect people (workforce, 
customers and the public), businesses 
(suppliers, partners, associates and 
stakeholders) and expertise (business 
knowledge, intelligence and knowhow). 
This enables businesses to create new 
value by engaging members of different 
communities to collaborate and innovate 
new products and services, co-create 
and build collective knowledge and 
intelligence, better apply their diverse 
expertise to solve challenging problems, 
and learn from each other faster, 
transcending time and place.

In the end, the social business 
revolution leads to the emergence of 
businesses that are more connected, 
adaptive and intelligent, capable of 
building greater brand loyalty and 
recognition through designing and 
making better products and services, and 
offering greater value to its customers 
and the society.

To illustrate, consider Threadless, 
a company that successfully carved 
a unique BBD advantage for itself by 
becoming almost entirely social. The 
company, a popular T-shirt production 
service, allows anyone to submit a 
design for its T-shirts through their own 
platform. It uses social media external 
channels to build interest and draws the 
keen ones into their internal software 
platform where they submit their designs 
and interact with other customers 
and members of the Threadless team 
in multiple ways through different 
communities. For instance, communities 
can co-create a new design or vote 
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Social media’s explosion in recent 
years has been due in large part 
to its ability to help consumers 

make better purchasing decisions 
(BPD) faster. Through social media, 
consumers can browse product 
reviews, consult blogs or even watch 
live demonstrations on YouTube. And, 
if no information is available about a 
particular product, they can directly ask 
their network, or people at large, for 
advice and recommendations. 

Over time, a consumer-induced 
body of collective knowledge and 
intelligence about products and 
services has organically grown which is 
easy to access and highly advantageous 
to consumers’ purchasing decisions.

Making Better Business 
DeCisions Faster
In the same way that collective 
intelligence helps people make better 
and faster decisions in choosing 
the right product for their needs, 
businesses are starting to realise they 
can create significant competitive 
advantage if they can access and 
leverage the right business knowhow 
from their eco-system at the right time. 
Organisations and businesses have 
a lot in common with people; they 
live and thrive in their eco-systems 
comprising myriad interconnected 
networks: clients, suppliers, employees, 
customers, partners, and so on. 
Businesses, like people, also engage in 
their own daily interactions: buying, 
designing, manufacturing, marketing, 
and selling the next product.

Yet, current social media channels 
offer limited capability for creating 
business knowledge, intelligence, 
and the knowhow that could give 
businesses a better business decisions 
(BBD) advantage. Not only do 
businesses’ eco-systems comprise 
many actors of varying size, scope and 
nature, they also have many types of 
relationships, such as supplier, partner 
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on different designs and on which 
ones get produced. This strategy 
proved successful as Threadless 
built a global community of over 2.5 
million enthusiasts and designers, 
who submitted more than 500,000 
designs, and approximately 5,000 
have been produced to date, raising 
revenue from US$6 million to more 
than US$30 million between 2005 and 
2012. In other words, the Threadless 
Social Business model created the BBD 
advantage through crowdsourcing: 
accessing crowds of very-low-cost 
enthusiasts, getting wider input of new 
ideas, enabling faster design, selection, 
and response time to business needs. 
And, recognising its strength in its 
unique organisation around social 
technologies, Threadless recently 
decided to refocus on its original social 
DNA and close physical retail stores. 
Overall, Threadless has given back  
over US$8 million to its designers  
and expanded its offerings from  
T-shirts to producing other goods  
such as pillows, pet stuff, shower 
curtains and others.

transForMing into  
soCial Business
While some businesses such as 
Threadless rely on their own platforms 
to integrate their activities online, 
other social business platforms offer 
a space to transform a business to 
social business. Examples of such 
platforms include Microsoft Yammer, 
IBM Connections, Salesforce Chatter 
and Jive, which have developed social 
business software platforms primarily 
designed for internal collaboration 
and knowledge-sharing. These 
platforms are successfully adopted by 
larger corporations, with thousands 
of employees operating in multiple 
locations around the world. They allow 
creation of social intranets, enabling 
a more open interaction among the 

David Dubois is Assistant Professor of 
Marketing, INSeAD, and Michael Peshkam 
is Founder and ceo, Xincus. this article is 
republished courtesy of INSeAD knowledge 
(http://knowledge.insead.edu). copyright 
INSeAD 2014.

employees as well as creation and 
sharing of knowledge across the 
organisation transcending time  
and place.

CEMEX, for example, a global 
provider of building materials with 
47,000 employees in 50 countries, 
created an internal collaboration 
platform called SHIFT based on IBM 
Connections. In an effort to increase the 
use of alternative fuels in its plants, the 
company engaged 500 of its employees 
around the world in a collaborate 
community. According to the 
management, what they accomplished 
in six weeks would have normally  
taken them two years. Put differently, 
CEMEX created their BBD advantage 
through internal collaboration of  
their engineers.

Aside from large companies, small 
and medium-sized enterprises (SMEs) 
are often key to value creation. In China 
alone for instance, SMEs contribute 
60% of the country’s industrial output 
and create 80% of the jobs. Compared 
with larger corporations, SMEs are 
embedded in complex networks of 
often smaller stakeholders, have fewer 
resources and rely more on external, 
open knowledge. In the SME eco-
system, small organisations, individual 
experts or influencers, non-government 
organisations (NGOs) and people alike 
often come together in interconnected 
communities of interest to engineer 
and improve products, and gain both 
short- and long-term competitive 
advantage. As a result, tapping into the 
crowds to create their BBD advantage 
(such as crowdsourcing) might prove 
an even stronger value creator than 
for larger companies. To meet these 
specifications, other social business 
platforms such as Xincus offer flexible 
and tailored social technologies to 
create interconnected private business 
communities in a marketplace to better 
meet the SMEs’ needs.

s
in the same way 

that collective 
intelligence helps 

people make better 
and faster decisions 
in choosing the right 

product for their 
needs, businesses 

are starting to 
realise they can 

create significant 
competitive advantage 
if they can access and 

leverage the right 
business knowhow 

from their eco-system 
at the right time.
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so, What’s next?
The social business revolution is just 
beginning. In addition to connecting 
businesses and people to each other, 
social business platforms will create 
BBD advantages through connecting 
businesses with the right collective 
intelligence at the right time. In 
particular, SMEs should be keen on 
becoming social businesses as they 
can generate more value from their 
business eco-system, relative to larger 
corporations. Overall, social business, 
while in its infancy, promises to have 
greater economic impact on businesses 
through innovation, new value creation, 
and increased productivity, and not only 
opens new doors for the creation of 
new industries but also transform and 
revitalise the existing ones. Ultimately, 
all businesses will become social 
businesses, so why wait?  ISCA
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The term “business model” may be a 
word everyone claims to know, yet 
most find it hard to define, and it is 

the most elusive subject when it comes to  
nailing down the specifics, said Irene Ng,  
Director of International Institute of 
Product and Service Innovation and 
Professor of Marketing and Service 
Systems at University of Warwick. She 
was speaking at Singapore Management 
University (SMU)’s Innovation Club 
Roundtable Series. 

The business model in its modern 
form is comparatively new, said Prof Ng.  
In the past, business was focused on 
the sharply-drawn silos of strategy – 
organisational behaviour and human 
resources management (OBHRM), 
marketing, finance and accounting – 
while academic focused on the matching 
disciplines. Together, they produced  
a knowledge base growing out of  
each discipline.

“The relationship between the 
firm and its market used to be quite 
distinct and if a connection existed 
with a customer, it was likely to be 
in the form of feedback loops or 
loyalty programmes,” she said of the 
engagement between the two, calling 
this form of business a “loosely-
coupled” system. 

But the connected world is shaking 
this loosely-coupled system, a theme 
she explored further in her new book, 
Value & Worth: Creating New Markets 
in the Digital Economy, which examines 
how digitisation is changing the way we 
buy and use products and services.

When you have a connected world, 

the business model is not just the 
business model of the company, what 
it offers and how it creates or captures 
value, but how it interacts with other 
companies’ business models and 
emerges on a wider scale to become 
an economic model of “who does what 
and who gets what” in the economic 
system, she said. 

Rather than being loosely 
coupled, the new business models 
are tightly coupled, and function in 
a more systemic way, reflecting the 
changing relationship with the market 
and customers, and accelerated by 
connected customers, especially through 
social media. “A lot of the products that 
we were selling essentially became a 
service, which then morphed into a 
combination of products and services, 
enabled by greater digitisation and 
connectivity,” explained Prof Ng. This 
creates a “digital backwash” as the 
medium begins to change the message 
and physical products begin to change 
their form, as in the case of the smart 
phone, music and books.

ParticiPative, involved 
customers
New models continue to emerge in the 
connected world and are moving towards 
more collaborative business models. 
“They are much more participative than 
before,” noted Prof Ng, and they also 
need customer input or participation. But 
personalisation is no longer served in the 
way that it once was and the consumer is 
no longer passive.

“We don’t necessarily live in an 
age where the more information about 
the person you have means you can 
serve the person better,” she opined. 
“Instead, firms have to think about how 

Wired and 
ready for 
action
How Digital Connectivity has Changed the Business Model
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to step back and make their product 
a platform for customers to use data 
for themselves and co-create value 
with the firm. The digital visibility 
of customer experience of a product, 
available as personal data, is a firm’s 
biggest opportunity to create market 
advantage through configurable 
products or services.” To leverage 
this, she said that firms have to move 
beyond the current traditional mindset 
that consumption data is only useful 
as intelligence to feed back for demand 
management, similar to buying data. 

“People don’t seem to understand 
that we’re moving into an age where an 
individual is empowered to control his 
own behaviour through information,” 
she said. Everyone wants to own data, 
and “privacy is one of the biggest issues 
in the personal data space,” she said, 
making reference to the US’ National 
Security Agency issue. 

Personal data economy
Prof Ng is particularly conscious of 
the strong challenge of the model of 
private and open architecture in the 
three key areas of personal, market 
and company spaces.

She believes that the personal data 
economy – a structured way to collect 
and own our own data – is going to 
“radically change how we make things 

because we can apply our own data 
to new products and services in a way 
that we never could before”. In the 
past, whenever “personalisation” or 
“customisation” was mentioned, we 
would have to just voice what we want; 
we would not have said, “Oh by the way, 
here’s a set of my data,” she explained. 
The future, however, will make 
this possible and will bring a more 
structured approach to personalisation 
as well as standardisation. 

Prof Ng insisted that some parts of 
the connected world should be private. 
“The way I look at it is that it has to 
do with the industrial economics of 
private, public and openness. It’s much 
more to do with markets and industrial 
economics than, say, the ideologies 
surrounding capitalism.” 

Meanwhile, in other markets, she 
believes the horizontal economy is 
going to blossom. 

the horizontal economy
The horizontal economy is where 
very different industries get to play on 
various platforms, be it, for example, 
an urban city platform or a house 
platform. To explain further, she cited 
the example of the weekly trip to the 
supermarket. “You will need fuel to 
get there and if the supermarket pays 
for the fuel or offers discounts on fuel, 
all of a sudden, the supermarket will 
have an interest in your car and could 
even subsidise your car insurance or 
ownership, for example.” 

Companies, on the other hand, 
really need to think about business 
model architecture, and “in a serious 
way”, she emphasised, “because they’re 
going to have their role assessed 
with the public – and other firms – in 
terms of openness, their role with the 
government, the market and citizens”.

Agility, participation in the 
collaborations, and sound business model 
architecture are essential, she added, 
because they will drive whether or not 
companies are going to survive.  ISCA

s
When you have a 
connected world,  

the business model is not 
just the business model 
of the company, what it 

offers and how it creates 
or captures value, 

but how it interacts 
with other companies’ 
business models and 

emerges on a wider scale  
to become an economic 

model of “who does what 
and who gets what” in 
the economic system. 

First published in Perspectives@SMu,  
January 2014, by centre of Management 
Practice, Singapore Management university. 
reproduced with permission.    
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report is the requirement for a 
section on “Going Concern” where 
the auditor directly comments on the 
appropriateness of a company’s use 
of the going concern assumption. The 
new requirement may incorrectly 
result in the auditor being perceived 
to be providing a “guarantee” on 
a company’s financial health and 
viability. In fact, the auditor is forming 
an opinion on whether the company’s 
financial statements give a true and 
fair view of its financial position 
and performance. Thus, in view of 
the proposed changes, more robust 
documentation and procedures would 
be expected from the auditor to 
support the conclusion in the revised 
auditor’s report, particularly in the 
audit of a company that has events 
or conditions that, individually or 
collectively, may cast significant 
doubt on its ability to continue as a 
going concern. 

Q2 What is most 
challenging for 

the auditor in the 
revieW of a company’s 
use of the going 
concern assumption, 
particularly in 
the audit of small 
and medium-sized 
enterprises (smes)?
Most SMEs do not have in place 
structured working capital 
management processes. Management 
of SMEs tends to focus only on 

T he going concern assumption 
is a fundamental principle in 
the preparation of financial 

statements, and the appropriateness 
of its use is a matter for the auditor to 
consider on every audit engagement.  
Singapore Financial Reporting 
Standard (FRS) 1 requires that 
management assess the entity’s 
ability to continue as a going concern, 
whereas Singapore Standard on 
Auditing (SSA) 570 requires the 
auditor to evaluate management’s 
assessment and the adequacy of 
disclosures. Ng Kian Hui, Partner of 
BDO LLP, facilitated the topic “Going 
Concern” for a group of practitioners 
in one of ISCA’s monthly Technical 
Clinics. The main highlights of the 
discussion are shared here.  

Q1 What is the 
potential 

implication for the 
auditor in singapore, 
particularly on the 
topic of going concern, 
as a result of the 
proposed changes 
to the international 
standards on auditing? 
Singapore Standards on Auditing, 
which closely follow International 
Standards on Auditing issued by the 
International Auditing and Assurance 
Standards Board, are expected to 
be revised soon – to improve the 
auditor’s report. And one of the 
proposed changes to the auditor’s 

by 

Magdalene 
ang

HigHligHts of 
tecHnical clinic
Going Concern
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running their businesses and may 
neglect their companies’ working 
capital positions. Many of them 
find the preparation of cash flow 
projections unnecessary and 
redundant. In a situation where a 
company is loss making and has been 
in the red for consecutive years, 
the auditor may have difficulty 
trying to evaluate management’s 
assessment on the appropriateness 
of the going concern assumption. 
It is not uncommon that some 
SMEs’ management relies on their 
“experience” to determine the ability 
of the company to continue as a 
going concern. In view of the limited 
information available to the auditors, 
their working papers may include 
comments like “The Company has 
no problem on going concern” or 
“The directors are also the owners 
of the company (and) will definitely 
provide the necessary funding to 
the company”. To aggravate matters, 
such general assessments may have 
been accepted by some auditors in 
the past, and pose challenges for the 
current auditor to request for more 
robust evidence including cash flow 
projections etc. 

Q3 in vieW of the 
challenges faced 

by the auditor in the 
revieW of a company’s 
use of the going 
concern assumption, 
particularly in the 
audit of smes, What 
should the auditor do 
at the planning stage?  
SSA 570 para 10 states that when 
performing risk assessment 
procedures as required by SSA 315,  
the auditor shall consider whether 
there are events or conditions that 
may cast doubt on the entity’s ability 
to continue as a going concern. Such 
consideration should include inquiry 
of management at planning stage for 
potential indication of going concern 
issues arising from possible events or 
conditions that are highlighted in Q4. 

Early discussion between 
management, directors, and those 
charged with governance (TCWG) 
would provide the auditor sufficient 
time to plan, design and implement 
responses to address the assessed 
risk(s). Furthermore, management 
is also informed at an early stage 
of the audit about the supporting 
documentation that the auditor 
requires to evaluate their assessment 
of the company’s ability to continue 
as a going concern. This would allow 
management ample time to obtain 
further supporting documentation or 
implement a remedial action plan to 
address the going concern issue. 

Q4What are some 
common events 

or conditions in the 
current environment 
that may cast doubt 
on a company’s use 
of the going concern 

assumption? and 
What further audit 
procedures should 
the auditor perform 
on those events or 
conditions? 
Some common events or conditions 
in the current environment that 
may cast doubt on the going concern 
assumption discussed during the 
Technical Clinic are:  
a) Significant fixed-term borrowings 
approaching maturity without 
realistic prospects of renewal  
or repayment;
b) Withdrawal of financial support  
by creditors;
c) Non-compliance with the terms  
of loan agreements, and
d) Loss of a major market, franchise, 
license or principal supplier.

The above is not an exhaustive 
list and there are other events or 
conditions that need to be considered 
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  Evaluate management’s future 
action plans and the outcome of 
these plans to determine if they 
are feasible and whether they are 
likely to improve the situation;

  Confirm the existence, legality and 
enforceability of arrangements 
with related and third parties 
to provide or maintain financial 
support and assess the financial 
ability of such parties to provide 
additional funds. For example, 
if a letter of financial support 
is obtained from the parent 
company, the letter must be 
addressed to the company and 
signed off by an authorised  
person who has the right to  
grant the financial support to  
the company. In addition, the 
auditor needs to document the 
work performed in assessing 
whether the parent company  
has the ability to provide the 
financial support;

which are included in SSA 570 para A2.
The existence of one or more 

events or conditions highlighted in 
SSA 570 para A2 encountered by 
auditors during the audit, including 
the examples earlier, does not 
necessarily signify that a material 
uncertainty exists. However, when 
identified, these events or conditions 
would prompt the auditor to perform 
further audit procedures to gather 
sufficient appropriate audit evidence 
to confirm or dispel the material 
uncertainty as well as to consider 
if there are any mitigating factors.  
Further audit procedures the auditor 
should perform where relevant 
include (but are not limited to)  
the following:

  Inquire management as to their 
future action plans. For example, 
plans to restructure debts, delay 
or reduce capital expenditure, 
increase capital or funding 
through shareholder loans;

  Inquire management as to 
whether failure to comply with 
the respective loan covenants 
will result in immediate demand 
by the lenders, or changes to 
the terms on which the finance 
is made available. Corroborate 
management representations 
by obtaining a confirmation 
from the lender to verify the 
existence, terms and availability 
of borrowing facilities;

  Request for cash flow projection 
from management. Evaluate the 
reliability of the data, obtain 
support for the assumptions and 
discuss the cash flow projection 
with management;

  Request for the latest management 
accounts from management and 
compare them with the financial 
results for the same period in 
the year under audit. Inquire 
management as to any significant 
increase or decrease in sales 
and profit/loss for the year and 
evaluate whether the variance is 
reasonable.  ISCA

Magdalene Ang is Quality Assurance 
Manager, IScA. 
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...one of the proposed changes 
to the auditor’s report is the 
requirement for a section on 
“going concern” where the 

auditor directly comments on the 
appropriateness of a company’s 

use of the going concern 
assumption. the new requirement 

may incorrectly result in the 
auditor being perceived to be 
providing a “guarantee” on a 

company’s financial health and 
viability. in fact, the auditor is 
forming an opinion on whether 

the company’s financial 
statements give a true and 

 fair view of its financial position 
and performance.
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FINANCIAL REPORTING

ISCA ISSueS Comment Letter on 
equIty method In SepArAte FInAnCIAL 
StAtementS
ISCA supports the restoration of the option in IAS 27 
Separate Financial Statements to use equity method for 
the accounting of investment in subsidiaries, associates 
and joint ventures in an entity’s separate financial 
statements, as proposed by International Accounting 
Standards Board (IASB) in its exposure draft for proposed 
amendments to IAS 27.

For more information, please visit
http://cfr.isca.org.sg/standards/comments-to-iasb/

new FInAnCIAL reportIng StAndArdS 
And AmendmentS to FInAnCIAL 
reportIng StAndArdS
• Amendments to FRS 19  

The Accounting Standards Council (ASC) has issued 
Amendments to FRS 19 Defined Benefit Plans: 
Employee Contributions, effective for annual periods 
beginning on or after 1 July 2014.

• Improvements to FRSs  
ASC has issued amendments to FRSs made during 
the Annual Improvements project in January 
and February 2014. The effective date for each 
amendment is included in the respective FRSs. 

For more information, please visit 
   www.asc.gov.sg/frs/frseffective01012014.htm  

• IFRS 14 Regulatory Deferral Accounts
 IASB has issued an interim standard on rate-regulated 

activities to enhance the comparability of financial 
reporting by entities that are engaged in rate-
regulated activities. This interim standard is effective 
for the period beginning on or after 1 January 2016, 
with early application permitted.

For more information, please visit
www.ifrs.org/Alerts/ProjectUpdate/Pages/IASB-
issues-interim-Standard-on-rate-regulated-activities-
January-2014.aspx 

IFAC And ICAS hIghLIght FInAnCIAL 
reportIng ChALLengeS For IASB
The International Federation of Accountants (IFAC) and 
Institute of Chartered Accountants of Scotland (ICAS) 
have collaborated on a paper which is intended to provide 
some context and raise issues around the key themes in 
the IASB Discussion Paper, “A Review of the Conceptual 
Framework for Financial Reporting”.

For more information, please visit
www.ifac.org/news-events/2014-01/ifac-and-icas-
highlight-financial-reporting-challenges-iasb

IASB BegInS puBLIC ConSuLtAtIon on 
poSt-ImpLementAtIon revIew oF IFrS 3
IASB has published a Request for Information (RfI) on 
experience with, and the effect of, implementing IFRS 3  
Business Combinations. The RfI seeks feedback on 
whether the Standard provides information that is 
useful to users of financial statements, whether there 
are areas of the Standard that represent implementation 
challenges and whether unexpected costs have arisen 
when preparing, auditing or enforcing the requirements 
of the Standard.

In addition, the IASB will undertake a range of outreach 
activities internationally to gather further feedback on the 
effect of implementing IFRS 3.

For more information, please visit
www.ifrs.org/Alerts/ProjectUpdate/Pages/IASB-
begins-consultation-on-Post-implementation-Review-
of-IFRS-3-January-2014.aspx

www.ifrs.org/Alerts/Conference/Pages/Review-of-
accounting-for-business-combinations-outreach-
event-February-2014.aspx 

ETHICS

ISCA ISSueS Comment Letter 
on revISIonS to the Code oF 
proFeSSIonAL ConduCt And ethICS
ISCA generally supports the alignment of the Singapore 
Code of Professional Conduct and Ethics to the Code 
of Ethics for Professional Accountants issued by the 
International Ethics Standards Board for Accountants 
(IESBA).

For more information, please visit
http://ethics.isca.org.sg/elibrary/isca-comment-
letters 

REGULATORY

ACrA And moF ISSue reSponSeS 
to puBLIC FeedBACk reCeIved For 
AmendmentS to the ACrA ACt
Pursuant to the public consultation on the draft ACRA 
(Amendment) Bill and key policies in the ACRA (Service 
Providers) Regulations, Accounting and Corporate 
Regulatory Authority (ACRA) and Ministry of Finance 
(MOF) have issued their responses to the feedback 
received.

For more information, please visit
www.acra.gov.sg/Publications/Summary+of+responses 
+to+feedback+from+Public+Consultation+on+Draft+ 
ACRA+%28Amendment%29+Bill+and+Key+Pol.htm 
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The Long and
Winding Road
IASB’s Project on Insurance Contracts (Part 2)

by

Patrick 
Finnegan
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We continue the discussion on the 
second and third areas. 

2) Presenting insurance contract 
revenue and expense
The second major proposal deals 
with the presentation of revenue 
and expenses in the statement of 
comprehensive income. The question 
for investors is whether it is useful 
for an insurer to present information 
about revenues and expenses (gross 
performance metrics) and if so, whether 
the presentation of revenue from 
insurance contracts should be consistent 
with the way revenue is presented for 
other kinds of businesses.

Investors may recall that the 2010 
Exposure Draft proposed a summarised 
margin approach in the statement of 
comprehensive income. This meant that 
premiums were not shown separately 
on the face of that statement and hence, 
there was no top-line or insurance 
contract revenue reported. Our 
modifications to the presentation  
of the statement of comprehensive 
income respond to feedback from the 
investor community.

The revised proposals would require 
that an insurer present insurance 
contract revenue in the statement of 
comprehensive income. This reporting 
is likely to differ materially from what 
investors are accustomed to seeing today 
for entities that issue life insurance or 
other long-term insurance contracts.

The concept underpinning our 
proposal is that at any balance-sheet 
date, when an insurer determines 
its liability for remaining coverage, it 
represents the value of the obligation to 
provide coverage and services. Therefore, 
we believe that the reduction in that 
liability is a reasonable representation 
of the value of coverage and services 
provided in a period and hence, revenue 
should be recognised on that basis. Most 
significantly, the revenue measure would 
reflect the value of services provided 
in each period, not the amount of cash 
collected or the amount of cash due from 
a customer.

On 20 June 2013, the International 
Accounting Standards Board 
(IASB) published a revised 

set of proposals dealing with the 
accounting for insurance contracts (the 
“revised Exposure Draft”). It refines the 
IASB’s previous proposals that were 
published in July 2010, and establishes a 
comprehensive framework for preparing 
and presenting information about 
insurance contracts in the financial 
statements of entities (not just for 
insurance companies). 

The revised Exposure Draft responds 
to many recommendations to modify our 
proposals. Part 1 of this article, which 
was published in the March issue of the 
IS Chartered Accountant journal, focused 
on the first of three principal areas that 
represent the potential for the most 
change and complexity for both preparers 
and investors. The three areas are:
➊ How to report discount rate 

changes;
➋ How to present insurance contract 

revenue and expenses;
➌ How to report changes in estimates 

of contract cash flows.

s
The concept underpinning 
our proposal is that at any 
balance-sheet date, when 
an insurer determines its 

liability for remaining 
coverage, it represents 

the value of the obligation 
to provide coverage and 
services. Therefore, we 

believe that the reduction 
in that liability is a 

reasonable representation 
of the value of coverage 

and services provided in a 
period and hence, revenue 

should be recognised on 
that basis.
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A principal advantage of this 
approach is that it aligns the reporting 
of revenue by insurers with the principal 
concepts that the IASB and the FASB 
(the Financial Accounting Standards 
Board is the national accounting 
standard-setting body in the US) have 
adopted for recognising revenue in 
other kinds of contracts with customers. 
Another advantage of the proposed 
presentation is that insurance contract 
revenue would be shown consistently 
across all kinds of insurance contracts, 
life and non-life alike.

Table 2 shows how a statement of 
comprehensive income would report 
the operating result with information 
about insurance revenue and incurred 
claims. In contrast, Table 3 illustrates 
how an insurer might report revenues, 
claims and expenses related to insurance 
contracts under current IFRS.

We believe that the information that 
is required to disclose revenue in this 
manner will be derived from the systems 
required to develop a current value 
measure of insurance contracts and as 
a result, reporting insurance contract 
revenue as proposed will require limited 
additional costs.

Many investors would continue 
to find current measures of gross 
performance, such as written premiums 
or premiums due, to be useful indicators 
of growth and use of capital. As a result, 
we propose to require the disclosure of 
these measures in the notes.

3) changes in estimates of contract 
cash flows: adjusting the contractual 
service margin
The third major proposal that will be 
of interest to investors deals with the 
accounting for the margins embedded 
in the measurement of the insurance 
contract liability. To understand this 
accounting, an illustration is presented 
(Tables 4 and 5) to show how we  
propose the insurance contract liability 
to be estimated.

The current value measurement 
approach identifies two components 
to the measurement of an insurance 
contract. The first component, known as 

the “fulfilment cash flows”, is determined 
by estimating the future cash inflows 
(premiums) and the future cash outflows 
(benefits, claims, expenses) that the 
insurer expects the contract to generate 
as it is fulfilled, adjusted for risk (also 
known as a “risk margin”) and the time 
value of money.

The second component, known 
as the “contractual service margin”, is 
recognised to eliminate any Day 1 gain 
and is essentially the unearned profit 
in a contract. If the initial estimate (or 
subsequent estimates) of the expected 
present value of cash outflows exceeds the 
estimate of the expected present value of 
cash inflows, an immediate loss would be 
recognised. A simple illustration may help 
to show how the above principles are used 
to estimate an insurance contract liability 
at contract inception  
and subsequently.

Assume an insurer 
estimates the amounts 
shown in Table 4 (“EPV” 
refers to the expected 
present value or  
discounted values):

In this example, the 
fulfilment cash flows are 
less than zero, therefore, a 
contractual service margin 
is added to the liability to 
eliminate any Day 1 gain. 
Let’s further assume  
the following:
+ The coverage period of 

the contract is  
three years;

+ Immediately after 
initial recognition, 
the first instalment 
of premiums is 
received (CU300) and 
acquisition costs are 
paid (CU90);

+ The future cash 
outflows are expected 
to be CU200 each year 
(CU600 in total).
There were no 

differences between actual 
and expected cash flows 
over the three years.

Table 2
PRoPoSED PRESENtAtIoN

20XX
Insurance contracts revenue X
Incurred claims and expenses (X)
Operating (underwriting) result X

Table 3  
CURRENt PRESENtAtIoN

20XX
Premiums and fee income X
Investment return X
Total revenue X
Insurance and investment contract 
benefits (X)
Net insurance and investment contract 
benefits XX

Table 4  
CALCULAtING thE CoNtRACtUAL  
SERVICE MARGIN

CU
EPV of future cash flows (premiums) (900)
EPV of future cash outflows (claims, 
expenses and acquisition costs) 690
Risk margin 30
Fulfilment cash flows (180)
Contractual service margin 180
Insurance contract liability at initial 
recognition 0



59APRIL 2014

Patrick Finnegan is a member of the IASb. 
this article was first published in “Investor 
Perspectives”, September 2013. copyright 
© IFrS Foundation. All rights reserved. 
reproduced by the Institute of Singapore 
chartered Accountants with the permission 
of the IFrS Foundation®. No permission 
granted to third parties to reproduce or 
distribute.

the IASb, the IFrS Foundation, the 
authors and the publishers do not accept 
responsibility for any loss caused by acting 
or refraining from acting in reliance on the 
material in this publication, whether such 
loss is caused by negligence or otherwise. 

Immediately following receipt of the 
first instalment, the insurance contract 
liability would be re-measured, as shown 
in Table 5:

 In accordance with the revised 
proposals, the earnings of an insurer 
would have two drivers: the risk margin 
and the contractual service margin. The 
recognition patterns of these two items 
would differ. Changes in the amount of 
the risk margin would be recognised 
directly in profit or loss as estimates of 
risk decline. Changes in the contractual 
service margin would be recognised 
in a systematic way that reflects the 
other services in the contract over the 
remaining life of the contract. Both these 
changes are recognised as an adjustment  
to the insurance contract liability.

In this example, assuming the actual 
cash flows emerge as expected, the 
pattern of recognition for the contractual 
service margin that best reflects the 

transfer of services (payment of claims) 
would be CU60 each year.

A key change that the IASB adopted 
in the revised Exposure Draft is to 
require the contractual service margin to 
be updated at the end of each reporting 
period. Previously, the board decided to 
“lock-in” the contractual service margin 
from contract inception. Consequently, 
in the illustration (Tables 4 and 5), the 
contractual service margin would not 
have changed when estimates of future 
cash flows increase or decrease. The 
revised proposals state that if there 
are changes in estimates of the future 
cash flows to be incurred for future 
service (coverage), then those changes 
should be accounted for as an update of 
the contractual service margin (in the 
balance sheet), not as a charge or credit 
to profit or loss in the current period. The 
charge would be recognised in profit or 
loss only if the contractual service margin 

is insufficient to absorb it.
Referring to the 

example again, let’s 
assume that the actual 
cash flows are equal to the 
expected cash flows for  
year 1 (that is, CU200), 
but at the end of year 1, 
the remaining expected 
cash outflows for years 2 
and 3 change from CU400 
to CU450. The increase 
in the liability for future 
cash outflows of CU50 

would be offset in the contractual service 
margin. The remaining contractual 
service margin at the end of year 1 of 
CU70 (CU120 – CU50) would then be 
recognised over the remaining two years 
in a systematic way.

The IASB amended this proposal 
principally because it is consistent with 
the notion that the initial estimate of the 
contractual service margin is deferred 
(included in the measurement of the 
liability) and not recognised through 
profit or loss. This revision is also 
expected to reduce the effect of earnings 
volatility as a result of changes in 
estimates of cash flows.

To help investors understand the 
pattern of these drivers, the IASB is 
proposing that an insurer provide 
reconciliations from the opening to 
closing balances of the risk margin and 
the contractual service margin. Also, 
accompanying that disclosure would 
be an explanation of the methods 
and inputs used to estimate the risk 
margin and the pattern of recognition 
of the contractual service margin and, 
if applicable, any changes in those 
methods or inputs over time.

ConCluding RemaRks
Compared to our 2010 Exposure Draft, 
our revised proposals deal with the 
effects of current value measurement by 
providing greater disaggregation of the 
changes in insurance contracts and how 
those changes affect income and expense. 
A consequence of these proposals is the 
introduction of greater complexity in the 
preparation and presentation of financial 
statements, and, ultimately, the reporting 
to investors.  ISCATable 5  

RE-MEASUREMENt oF thE INSURANCE 
CoNtRACt LIABILItY

CU
EPV of future cash flows (premiums) (600)
EPV of future cash outflows  
(claims, expenses) 600
Risk margin 30
Fulfilment cash flows 30
Contractual service margin 180
Insurance contract liability 
immediately after initial recognition 210
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ACCOUNTING FOR
AFS DEBT SECURITIES 
USING THE EFFECTIVE INTEREST METHOD UNDER FRS 39

by

Koh Wei Chern, ng eng Juan,  
Choo TeCK Min
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Method 1
Given that the EIR is defined under 
FRS 39 paragraph 9 as “the rate that 
exactly discounts estimated future 
cash payments or receipts through the 
expected life of the financial instrument”, 
we propose to re-compute the EIR 
annually under Method 1. Since the 
fair value changes annually in our 
illustration, the EIR changes annually. 
Following the definition of EIR under  
FRS 39.9 strictly, the EIR should be  
re-computed annually. This  
re-computation happens regardless  
of whether there is any event indicating 
impairment or reversal of impairment. 
With reference to the illustration, the 
interest income for 20x1 is $5,217  
(5% x $104,330). The interest income  
for 20x2 is $4,290 (Re-computed EIR  
of 4% x Fair value of the investment  
at 1 January 20x2 of $107,260).

This method is very cumbersome 
as the EIR has to be re-computed each 
year. However, there are advantages. 
Firstly, this method is most consistent 
with the definition of EIR. Secondly, 
the interest income calculated here 
is most reflective of the return on the 
investment by utilising the correct rate 
of return and the correct amount of 
funds available for investment at the 
start of the year. Finally, this method will 
ensure that the carrying amount of the 
investment will equal its face value at 
maturity, and no further adjustment has 
to be accounted for. 

FRS 39 Financial Instruments: 
Recognition and Measurement 
requires investments in debt 

securities classified as available-for-sale 
(AFS) to be carried at fair value  
(FRS 39.46) and differences in fair value 
to be recognised in Other Comprehensive 
Income (OCI) (FRS 39.55(b)). FRS 39 
further requires the interest income on 
these investments to be calculated using 
the effective interest method (EIM)  
(FRS 39.55(b)).

FRS 39 defines, in paragraph 9, the 
EIM as “a method of calculating the 
amortised cost of a financial asset or 
a financial liability… and of allocating 
the interest income or interest expense 
over the relevant period”. While this is 
straightforward for an investment held 
at amortised cost, FRS 39 remains silent 
on the application of the EIM to AFS debt 
investments that are marked-to-market 
at each reporting period. This article 
proposes three methods, and examines 
the merits and demerits of each of them.

For the purpose of illustration, 
assume that on 1 January 20x1, ABC 
Ltd, with 31 December year-ends, 
pays $104,330 to acquire a five-year 
bond which has a nominal value of 
$100,000, a coupon rate of 6% interest 
payable annually on 31 December and 
matures on 31 December 20x5. At initial 
recognition, the effective interest rate 
(EIR) of this bond investment is 5%. This 
investment is classified as AFS under  
FRS 39. Further assume the following:

reporting year-end

Fair Value of the  
AFS bond Investment  

at year-end
eIr of the AFS bond 

Investment at year-end

31 December 20x1 $107,260 4.0%

31 December 20x2 $104,976 4.2%

31 December 20x3 $102,809 4.5%

31 December 20x4 $101,145 4.8%

31 December 20x5 $100,000 6.0%

Method 2
Given that FRS 39 does not clearly specify 
that the EIR should be re-computed, we 
recommend for Method 2 to assume that 
the EIR of 5% established upon initial 
recognition of the bond investment 
to be used throughout the life of the 
investment for parsimonious reasons. 
This is regardless of whether there are 
events indicating impairment or reversal 
of impairment. The periodic interest 
income is calculated based on the fair 
value of the investment at the beginning 
of the period. 

With reference to the illustration, the 
interest income for 20x1 is $5,217  
(5% x $104,330). The interest income 
for 20x2 is $5,363 (Original EIR of 5% x 
Fair value of the investment at 1 January 
20x2, that is, $107,260).

There are two advantages. Firstly, 
this method is easy to apply. Secondly, it 
takes into account the opportunity cost 
in the calculation of periodic interest 
income. Given that the fair value of the 
investment in our case illustration at the 
end of 20x1 is $107,260, ABC Ltd should 
potentially be able to earn a return 
based on the value of the investment of 
$107,260 in 20x2. 

There are also two disadvantages. 
Firstly, the EIR is not consistent with 
the definition provided in FRS 39.9. 
Secondly, the carrying amount of the 
investment will not equal its face value 
at maturity, and the difference between 
the book value and the face value of the 
investment would have to be accounted 
for if the entity holds the investment  
until maturity. 

Method 3
Method 3 attempts to strike a balance 
between Method 1 and Method 2. Similar 
to Method 2, the EIR of 5% that has been 
established at initial recognition is used 
throughout the life of the investment, 
except when there are events indicating 
impairment or reversal of impairment 
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(to be elaborated in a subsequent 
paragraph). However, different from 
Method 2, the periodic interest income is 
calculated based on the amortised cost 
(and not based on the fair value) at the 
beginning of the period. This method 
appears to be the most commonly 
adopted in practice. 

With reference to our case 
illustration, the interest income for 20x1 
is $5,217 (5% x $104,330). The interest 
income for 20x2 is $5,177 (Original EIR 
of 5% x Amortised cost of the investment 
at 1 January 20x2 of $103,547 ($104,330 
– [$6,000 - $5,217]), even though the 
investment is carried at its fair value  
of $107,260 at 1 January 20x2.

Only when there are events 
indicating impairment or reversal  
of impairment would the EIR be  
re-computed. This re-computation of 
EIR is similar to Method 1. The periodic 
interest income in the next period is 
calculated using the re-computed EIR 
and the fair value after impairment or 
reversal of impairment brought forward 
from the previous period. The fair 
value after impairment or reversal of 
impairment is subsequently amortised  
to face value at maturity using the  
re-computed EIR. 

Therefore, similar to Method 1, it 
has the advantage of ensuring that the 
carrying amount of the investment will 
be equal to its face value at maturity, 
and no further adjustment is necessary 
should the entity hold the investment 
until maturity. Further, it has the added 
advantage of ease of application when 
compared to Method 1. However, the EIR 
used is not always consistent with the 
definition provided in FRS 39.9 and its 
calculation of interest income ignores the 
opportunity cost in terms of the potential 
funds available for investment.

ConClusions
Based on the above discussion, Method 1 
appears most conceptually consistent 
with the definition of EIR under FRS 39.9. 

For entities with substantial amount of 
investments in debt securities classified 
as AFS, Method 1 should be adopted for 
the financial statements to present a  
true and fair view of the entity’s 
investment income. 

However, if we assume that ABC 
Ltd holds the investment to maturity, all 
three methods yield the same positive 
financial impact of $25,670 on Total 
Comprehensive Income cumulatively 
over the five years. Further, given 
that FRS 39.55(b) requires that the 
cumulative gains or losses previously 
recognised in OCI shall be reclassified 
from Equity to Profit or Loss, there will 
also be a similar positive financial impact 
of $25,670 on Profit or Loss cumulatively 
over the five years. If so, then the 
additional costs of preparing financial 
statements under the more cumbersome 
Method 1 may not outweigh the practical 
ease provided by Method 2 or Method 3. 

Even though the International 
Accounting Standards Board has 
removed the 1 January 2015 mandatory 
effective date of International Financial 
Reporting Standard (IFRS) 9 Financial 

koh Wei chern is Senior Lecturer, SIM 
university, and Ng eng Juan and choo teck 
Min are Associate Professors of Accounting, 
Nanyang business School, Nanyang 
technological university.

Instruments, we think it is interesting 
to discuss the implications of IFRS 9 
regardless of when it will eventually 
come into effect. IFRS 9 provides for 
three measurement categories for debt 
investments, that is, amortised cost, 
fair value through OCI (FVOCI) and fair 
value through profit or loss. While the 
FVOCI measurement category under 
IFRS 9 is conceptually different from 
AFS investments, we believe most AFS 
investments under FRS 39 will likely fall 
within the FVOCI category under IFRS 9. 
Under the proposed amendments to 
IFRS 9 in November 2012, the interest 
income for debt investments classified 
as FVOCI will be recognised in a manner 
similar to the interest income for debt 
investments classified in the amortised 
cost category. In other words, going 
forward, the method recommended 
under IFRS 9 will likely be most similar 
to Method 3 discussed in this article.  ISCA
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